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Mr. William Halford Lawson, recalled. 
Cross-examined by Mr. Fay. 



5185. Mr. Lawson, one of the principal matters to be 
enquired into in Ithe financial part of this Inquiry is : 
what is the revenue required by London Transport ; that 
is right, as it not? — I am not sure that I understand 
that. 

5186. What we are trying to find out among other things 
— I am sure you appreciate this — is : How much money, 
gross, London Transport ought to raise in a year from 
passengers? — Yes, I can understand that that is one item 
you want to consider. 

5187. Perhaps you do nolt think it is an important 
item? — I should think it is important. 

5188. Would you address your mind to it, and would 
you see how far you can go with me. London Transport 
obviously has got to earn revenue to meet various out- 
goings? — Yes. 

5189. Do you agree that it must earn sufficient revenue 
first of all to cover its working expenses? — Yes. 

5190. Do you agree also that it must earn sufficient 
revenue .to cover what we call Central Charges? — You 
would have to define your Central Charges for me to 
answer that, would you not? 

5191. Yes. You know what Central Charges are in 
the Commission’s accounts? — Yes. 

5192. And without pausing for the moment to enquire 
into what sum the Central Charges amount to, in the 
case of London Transport do you agree that whatever sum 
.they are they ought to be covered? — Yes. 

5193. And do you agree that over and above the working 
expenses and the proper sum for Central Charges London 
Transport should provide some surplus for, as I think 
you would say, general reserve? — Yes. 
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5194. And that is the figure upon which you put £1 m.? — 
Yes. 

5195. In the light of those answers, may I look at your 
Exhibit WHL 4. That Exhibit is your forecast of the 
net surplus or deficit of London Transport for 1958 and 
1959, is it not? — It is my forecast based on your budget. 

5196. Disregarding 1958 for the moment, let me look 
at 1959 ; you bring out at the end a net deficit of £l-2m., 
do you not? — That is right. 

5197. If one accepts those figures for the moment, that 
means, does it not, that in your view London Transport 
would be enabled to raise another £L2m. plus a further 
£l-0m. for surplus or reserve? — Yes, subject to the fact 
that the £0-7m. which I have debited for exceptional main- 
tenance, is a somewhat exceptional item, and we would 
not expect that to recur after 1959. Subject to that, I 
accept what you say. 

5198. I .accept that reservation. Now we have this, on 
your figures for 1959, that London Transport needs £2-2m. 
extra? — Yes. 

5199. Would you agree with me that if — and I know 
you do not concede that it should be — one had to exclude 
the surplus lands from consideration, one needs another 
£0-2m.? — It is £0-3m., is it not, on my figure? 

5200. You have to take out on the revenue side £0-3m., 
but also take out on the Central Charges side £0-lm., which 
is the interest on the capital invested in the surplus lands. 

3201. (Mr. MacKenna ): It is on the book values as 
ffiey appeared in 1948? — I would not accept that as an 
adjustment. 

5202. (Mr. Fay ) : I know you do not, but would you 
accept the hypothesis? — I accept that if you made that 
adjustment, that would be quite fair. 
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5203. On the hypothesis that you must exclude surplus 
lands from your London Transport budget altogether, 
does that add £0-2m. to the revenue required? — Yes. 

5204. Will you go a stage further with me: If there 
are mo surplus funds at the moment to earn interest, one 
has to exclude your line 12, another £0-2m., has one not? 
— Have we not to look at WHL 5 to see what the surplus 
funds are? 

5205. I am asking you again ? — That is only hypo- 

thetical. 

5206. I am asking you to assume that there are none? 

• — If there are none, that follows. 

{President) : One has to exclude which line? 

5207. {Mr. Fay): Line 12, Sir, on the hypothesis that 
there are no surplus funds now drawing interest. {To 
the Witness) : So on your specific approach, but on the 
two hypotheses — with which, of course, you do not agree 
— the revenue required would be £2-6m. in 1959? — Yes. 

5208. That is £2-6m. extra? — Yes. 

{Mr. MacKenna): So as to provide £lm. surplus. 

5209. {Mr. Fay) : Yes ; I think I have already estab- 
lished that Mr. Lawson advocates that that is part of 
the revenue required? — I did not say it was part of the 
revenue required ; I said it would be reasonable to budget 
for a surplus of up to £lm. 

5210. We need not quarrel about terminology ; we are 
at one on the essence. While you have WHL 4 in front 
of you, I wonder if you would take your figures for 1958, 
because you had, and we had, to deal with the budget 
figures for 1958? — Yes. 

5211. As a matter of fact, you appreciate, I am sure, 
that the figures in that column are quite out of consonance 
with reality? — Because of the bus strike, yes. 

5212. Yes. We had some discussion yesterday about 
the net receipts in 1958, and the figure of £l-5m. was 
mentioned as the total net receipts which should figure 
in your line 1 . This is another hypothesis ; would you 
accept that figure for the moment, and let us see what 
effect it has on your Table WHL 4 for 1958. That is 
going to alter the final figure by £4m., is it not? — Yes. 

5213. At the moment you bring out a deficit of £0Tm.? 
—Yes. 

5214. You will bring out instead, starting with the net 
receipts, a deficit of £4Tm.? — Yes. 

5215. If the deficit in 1958 is £4Tm., how is that going 
to affect your Table WLIL 5, estimated movements on 
“ surplus funds ”? — I had surplus funds at the end of 
1958 of £8-4m., so I suppose I would have £4-4m. 

5216. And that in turn would affect the interest on 
surplus funds, would it not? — Certainly. 

5217. I am not quite clear from your calculation 
whether it would affect your figure in line 3 for 1958, or 
whether its effect will not be reflected until 1959? — I 
think it is only reflected in 1959. I have taken an average ; 
I have taken that on the preceding year. 

5218. The interest shown in line 3 is based on the 
preceding year’s average, is it? — Yes. It is based on 
half-way through the year, so it would affect it ; I suppose 
the answer is that it would partially affect it. 

5219. If you are going to average £7-3m. and £4-4m., 
you are reducing it by about £l-j-m., are you not? — Yes. 

5220. I do not know whether that turns into a fraction 
for 1958 or not? — I can have the figures worked out ; I 
do not think it is a very material figure. 

5221. But it will certainly reduce your figure for 
interest on surplus funds for 1959? — Whether it will have 
the effect of a whole £100,000, I do not know. My 
assistant is busy working out the figures for me. Yes ; 
it will make a difference of less than £100,000. 

5222. That is in 1958? — Yes. In 1959 it will reduce it 
by £100,000. 

5223. And in 1959 you will be starting off with £4-4m. 
more, line 1, and ending up with minus £0-6m.? — No ; 
I end up with nothing, do I not? 

5224. It is £4-0m. at the moment? — Yes, and if you 
start with £4-0m. less, that is nothing. On that basis there 
will be £100,000 difference in the 1959 figure. 



5225. And in the following year there will be no interest 
on the surplus funds, if that is right? — Certainly. 

5226. {Mr. MacKenna) : That depends upon the interest 
on the £lm. surplus that we are going to budget for in 
the next year? — I am taking it on Mr. Fay’s figures on 
the present situation. If there is an increase in fares 
which brings you a surplus, there will be some interest 
again. 

5227. {Mr. Fay) : I agree with my learned friend that 
that is a very good re-examination point? {To the 
Witness) : Now may I turn to another subject, Central 
Charges, and may I look at your Table WHL 1. I want 
to know what you say, according to your method of 
approach, are the proper Central Charges to be attributed 
to London Transport. As I understand it, and with some 
adjustments, they are year by year the figures set out in 
line 16, are they not? — That is right. 

5228. Let us be quite clear about this : The Central 
Charges are London Transport’s share in the finance 
charges of the Commission and of the Central Administra- 
tion Charges of the Commission? — That is right. 

5229. The Central Administration Charges appear in 
your line 10 and lines 11 to 15 are finance charges? — Yes. 

5230. One must also add back your line 7, must one 

not, in order to arrive at your view of London Transport’s » 

share, because that is a Central Finance Charge? — You 
are telling me you want to take that off? 

5231. I thought you would ; it is against me and in your 
favour? — I would want to take all those items above the 
line off, would I not? 

5232. The object of these exercises is to find what is 
London’s proper contribution to Central Charges? — Would 
I not want to take off the income on surplus lands, on my 
basis? 

5233. I do not know ; do you say you would? — I think 
so, on the basis that the Commission has had the benefit 
of that income, and therefore I should surely take off 
the benefit they have had on my surplus lands. 

5234. Leave them out for the moment ; if we disregard 
them and keep only to the Finance Charges and Central 
Administration Expenses, could we agree that one has to 
take your line 16 less your line 7? — Are you also ignoring 
my interest on surplus funds ; it is my line 18, is it not? 

5235. I am at the moment? — You want me to ignore 
line 18 as well? 

5236. Yes?— If I ignore the income on the surplus 
funds and the income fpom surplus lands, then your figure 
could be right. 

5237. Let me try and explain : We have put forward the 
case, as you know, that the proper Central Charge share 
of London Transport is £6’0m.? — Yes. 

5238. No doubt you have read the Tribunal’s Memoran- 
dum for 1953? — Yes. 

5239. They tackled this problem, and in that year it * 

was £5-4m.? — Yes. 

5240. I want to know your figure to set beside those 

two , 

H 

{Mr. MacKenna) : For which year? 

{Mr. Fay) : Any year. 

{Mr. MacKenna) : If you want the figure for 1 959, you 
find that set out in writing in Mr. Lawson’s notes to 
WHL 4. 

5241. {Mr. Fay): With respect to my friend, I would 
much rather do it my way. {To the Witness) : Now may 
I look at 1957 in WHL 1 ; in that year have you in line 
16 the figure of £6Tm.? — Yes. 



5243. Yes, leaving £6-0m.? — Yes. 

5244. Is that £6-0m. the figure which you think should 
be compared with the figures I have mentioned, as a 

true view of what are London Transport’s ? — I would 

think that from my figure of £6-0m. one would deduct the 
income on surplus lands, £0'3m., the income on surplus 
funds, £0-2m., so I would think that on my approach I 
would take off another £0-5m. from your figures. 



5242. And if one takes off line 7, that is £6'0m.? — Yes — 
£0Tm. 
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5245. Interest on surplus funds when they exist ; you 
would take them off? — I would. 

5246. If one takes them off, that brings your figure to 
£5-8m. for 1957? — Yes, and if I take off income from 
surplus lands, it is £5 -5m. 

5247. I am not sure why you do that? — Because the 
Commission has had the income. 

5248. Yes, but is not your approach to say that this is 
a piece of income which ought to be put in with the net 
income before dealing with Central Charges? — I was 
not dealing with it in that way. I think it is easier to 
deal with it as a deduction from Central Charges, but 
of course I think it is the same thing. 

5249. I think that may be right, but as a figure com- 
parable with our £6-0m., it is that we are right to exclude 
it here, but according to your view add it on to the 
receipts? — That is the same thing ; it does not matter 
which way you do it. 

5250. You have gross receipts in line 1 ; you know 
that that includes the revenue from advertising and letting 

■t, of sites on railway property? — I think you may be right ; 

I do not see any objection to that. 

5251. And in your view ought not the revenue from 
other rentals to go in with those rentals? — Yes, I think 

j there is something to be said for it. 

5252. I thought you might. Of course, when the income 
from the surplus funds disappears, if it does, your figure 
is much the same as ours, is it not, at the moment?— 
Yes ; if you ignore the interest on the surplus funds, it 
is much the same as yours. 

5253. And because year by year you are taking into 
account the precise share of London Transport as you 
see it, in the issued stock, it follows that the Central 
Charges are going to rise in the near future, does it not, 
having regard to what you have heard? — By reason of 
the borrowings which you are going to make to finance 
your new programme? 

5254. Yes? — Yes, I accept that. 

5255. I think we have reached agreement upon that. 
Now may I approach this question of principle as to 
whether or not one ought to pay any attention to the 
surplus lands. I asked you in your calculations a minute 
ago to assume that the surplus lands go out of your 
table WHL 4?— Yes. 

5256. Both revenue and expenditure, the £0'3m. and 
the £0Tm.? — I do not accept the £0Tm. as being the 
expenditure. 

5257. Have you any figure to put in its place? — No ; 
I have an income of £T3m. and no expenditure. 

5258. Surely you are putting the capital invested in 
surplus lands in your table? — Yes, but I have taken the 
whole of the capital without any regard to the valuation 
of individual assets. 

5259. I know, but if you are going to exclude the 

t _ revenue and also line 4, you ought in fairness to yourself, 

ought you not, to reduce the interest on outgoings? — 
But you cannot take the income out and reduce the 
outgoings, because you cannot arrive at a proper figure 
to reduce the outgoings by. The only proper way to 
' do it is to bring the income in, and then you have the 

exact position. 

5260. But if it is wrong — and you know, do you not, 
that the Tribunal has already held in the past that it is 
wrong? — 1 did not know that. 

5261. If it is wrong to bring in surplus lands, that 
means that the income has to be disregarded for this 
purpose, does it not? — I cannot understand how it can 
be wrong to bring it in ; I am sorry. 

5262. In a moment I will read to you the relevant 

portion of the Tribunal’s memorandum. Will you assume 
that one has to disregard the surplus lands altogether ; 
ought one not to make some attempt, on your specific 
approach, to find out how much interest is being paid in 
respect of that investment? — If you had to do that, the 
only way to do it would be to assess the value of the 
surplus lands as at Vesting Date, and take that figure. It 
would be hopelessly inaccurate to take a book value 

5263. You know, do you not, that Mr. lames said it 
came to roughly £0Tm.? — He has agreed first that you 
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can ascertain the income from surplus lands from London, 
and he has agreed that my figure is, as near as may be, 
correct. Secondly, if you took the book figure at Vesting 
Date, that would be £0Tm. 

5264. You arrive at your income by a process of esti- 
mation? — Yes, but Mr. James has confirmed in evidence — 
and he has the exact figures — that my estimation is very 
nearly right. 

5265. I grant you that 

5266. ( President ): But if as a matter of principle the 
annual income from surplus lands ought not to be credited, 
it is in the interest that you represent, is it not, Mr. 
Lawson, to find some deduction from the total charge for 
interest on British Transport stock? — Yes. 

5267. Therefore you must not just throw up your hands 
and say: “I can’t give a figure”. You would be losing 
a deduction? — I think in that case, surely giving an esti- 
mate of the value of the lands based on income that is 
likely to give you a deduction bigger than the £0Tm. 

1 cannot do the calculation, but the Transport Commission 
can do it. 

5268. Surely the problem is how much of the stock 

which the British Transport Commission provided to the 
holders of the London Passenger Transport Board stock 
ought to be treated as being paid in respect of this small 
item in the London Passenger Transport Board assets? — I 
agree. The only way to arrive at that figure would be to 
ascertain what was the value of London Lines at Vesting 
Date. That would be the figure at which the stock would 
be deemed to have been issued. It would not be issued 
in relation to book figures, but in relation to the market 
price of the stock, which does not balance with the book 
figures. One must take 

5269. All T suggest is that this is your problem, not 
the Commission’s? — With great respect, I am afraid I 
do not agree. If the Commission disregard the income, 
which I think is the correct way of doing it, T think 
in fairness to my clients they ought to tell us what was 
the value of those lands at Vesting Date, so that that figure 
could be deducted and not the book figure, and I think 
they are most unfairly withholding information if they 
refuse to give it. 

{Mr. Fay) : My learned friend Mr. MacKenna, who has 
interjected once or twice, will no doubt remind me where 
that was put to Mr. James. 

{Mr. MacKenna ) : When I put it to Mr. James that the 
right way to do it was the way in which Mr. Lawson has 
done it, his rejoinder was much the same as was given to 
the Tribunal some years ago. 

( President ) : That is as far as we have got any evidence 
on that point. 

5270. {Mr. Fay) : I am rather surprised at the turn this 

has taken ; I thought it was right to give you the £0Tm. 
if we took from you the £0'3m. in line 4 ; but that is the 
figure given in evidence as the proper figure by Mr. James. 
I am sure you appreciate that? — As I understand the 
way in which he made the calculation 

5271. But you say that is right?— Yes. 

5272. I think you are saying that you ought to take in 
the surplus lands because in some way they belong to 
London? — Yes. 

5273. And I suppose your case as regards the £40m. 
trust fund falls to be decided on precisely the same con- 
siderations? — Yes. 

5274. It is money which, if the old London Passenger 
Transport Board had continued its existence, would have 
been funds of that body? — Yes. 

5275. That is why you think it is right to take it into 
account? — Yes. I think you have to set up your new 
branch of London Transport on the basis of the assets and 
liabilities of the London Passenger Transport Board. The 
£40m. was in fact the depreciation fund of the old London 
Passenger Transport Board, and surely it was right and 
proper that the new London Transport should take over 
those funds. 

5276. It is a question of what is right and proper, having 
regard to the vesting of London Transport’s assets in the 
British Transport Commission, is it not? — Yes. 

5277. And that is a matter to be decided partly accord- 
ing to the law relating to the taking over, is it not? — 
I would have thought not. I would have thought there 
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would be nothing in the law to prevent the Commission 
from setting up branches and putting assets and liabilities 
in. It is still one entity, and I do not think the law could 
prevent that. 

5278. You also say that your approach is the approach 
which has been adopted by the Electricity Industry? — Yes. 

5279. You said that at Question 4283 ; you said they 

have followed the specific approach? — Yes. They set 

up the individual boards ; it is different to that extent, 
but they were statutorily compelled to do that. 

5280. You know why they set up the Area Boards, do 
you not? — No. 

5281. It is because Parliament told them to do so in the 
Act? — Yes, of course it is in the Act. 

5282. The Electricity Act requires Electricity Boards to 
be set up and to keep accounts? — Yes. 

5283. And, what is more, the Electricity Act trans- 
ferred certain of the assets of the old electricity under- 
takings, not to the Central Authority, but to the Boards, 
did it not? — Yes, I think that is so. 

5284. Perhaps I had better refer you to the section, 
Section 46 of the Electricity Act ; I expect you have seen 
it often enough. This is accounts, subsection (1): “The 
Central Authority and each Area Board shall keep proper 
accounts and other records in relation to the business of 
that Authority or the business of that Board, as the case 
may be, and shall provide in respect of each financial 
year (a) a statement of accounts in such form as the 
Minister, with the approval of the Treasury, may direct, 
being a form which shall conform with the best com- 
mercial standards.” You recognise that, I expect? — Yes. 

5285. That is a direction to the Area Boards as well as 
to the Central Authority to keep ordinary, proper accounts, 
is it not? — Yes. 

5286. And they do, of course, do so? — Yes. 

5287. Those accounts are audited and published, are 
they not? — Yes. 

5288. The Area Boards, in fact, own their assets, do 
they not ; they are separate Corporations owning the 
assets they have? — Yes. 

5289. That is provided for in Section 14 of the Elec- 

tricity Act of which I have just reminded you. Section 14 
is the vesting section, and subsection (2), paragraph (b), 
provides that : ‘ the property, rights, liabilities and obliga- 
tions aforesaid of any authorised undertakers to whom 
this Part of this Act applies (other than the Central Elec- 
tricity Board) shall vest as aforesaid in such one of the 
Area Boards as may be determined by order of the 
Minister ”? — Yes. My object in mentioning the Elec- 

tricity Act was to show that, in fact, this is an exercise 
which is quite practicable and which could have been done 
in London. It was, in fact, a much more difficult exercise 
in the electricity undertakings because, of course, the areas 
of the Area Boards did not synchronise with the areas 
of the previous private companies and Local Authorities. 
My object in mentioning it was merely to show that it 
was an exercise which, from an accountancy point of 
view, could quite easily be carried out. 

5290. My object in mentioning it is to suggest that you 
may be unduly influenced by the electricity practice with 
which you are so familiar? — I would suggest not, because 
I am equally familiar with a great many very large com- 
panies, many of whom do exactly what I am advocating 
should have been done here. 

5291. You do appreciate, do you not, that the position 
of transport is quite different, all the assets vest in the 
Commission? — Yes. 

5292. The accounts are the accounts of the Commission? 
— Yes, but there was nothing to prevent the Commission 
producing branch accounts if they wished to do so. In 
fact, as I understand it from the evidence in this case, 
the Commission in future propose to produce a separate 
Balance Sheet of London Transport. 

5293. Of course there is not, but are you suggesting 
that the Commission is required in some way, at any rate 
for the purpose of this Inquiry, to behave as though the 
provisions of the Electricity Act applied pari passu to the 
Commission’s Executives? — No. All I am suggesting is 
that a great deal of trouble would have been saved in this 
case and previous cases if, in fact, the Commission had 



at an earlier date decided to do what they have now 
decided to do, namely to keep separate accounts for 
London Transport. 

5294. Let us come back to the surplus lands and the Trust 
Fund. Under the electricity provisions, if the electricity 
undertaking which was taken over and whose assets were 
transferred in part to the Area Boards had had a Trust 
Fund of £40m. which was going to be repaid after Vesting 
Date, or happened to have investments in non-electricity 
matters such as surplus lands, that would not have gone to 
the Area Board, would it? — Yes, it would. I have to 
answer your question in two parts : So far as cash is 
concerned, it would have gone, in the first instance, to 
the Area Boards and they in turn would have lent it to 
the Central Authority, and that would have been taken 
into account in calculating interest. As regards such items 
as surplus lands, they would in fact have gone, and did in 
fact go, to the Boards. In fact, we had, and I think 
we still have, certain surplus assets in the Board of which 
I am a member. 

5295. That is a considered answer, is it, Mr. Lawson.? 
— Yes. 

5296. It is in defiance of the Electricity Act, you 
know. Let me read to you the rest of sub-section (2) of 
Section 14. I pointed out that not all the assets go to the 
Area Boards. I read to you the part which said that the 
assets did, and then there follow these words : “ Provided 
that ... all investments and cash of any such under- 
takers and all rights and liabilities thereof in respect of 
income tax and excess profits tax ; shall vest in the 
Central Authority and not in an Area Board.”? — The cash, 
if invested in the Central Authority, would have all been 
taken into account in calculating the balance owing by 
the Area Board to the Central Authority. So it makes no 
difference ; it is purely the way it is done. 

5297. Why in the world do you suppose Parliament has 
put in an express exemption that if the Electricity 
Authority taken over had surplus property or cash they 
should not go to the Area Board, as did all the rest 
of its assets, but to the Central Authority? — It did not 
say surplus property, it said “ investments ”. 

5298. Investments and cash? — Yes, not property. 

5299. Would you not regard the surplus lands as an 

investment? — No. Certainly in the Board of which I am 
a member we have some surplus lands. I remember 
one particular negotiation. We had some property in 
London, and the Central Authority wanted to buy the 
property from us 

5300. You may well be right, and the proper interpreta- 
tion of “ investments ” may be investments in securities? 
— I am sure that is an error in interpretation. 

5301. So that means surplus lands which have gone to 
the Area Board ; but if, instead of having £lm. worth of 
surplus land they had £lm. invested in Consols, that would 
have gone to the Central Authority? — Yes. 

5302. Why do you suppose Parliament made that 
distinction? — If I may put it in this way : It makes not 
the slightest difference, because that is all taken into 
account in the balance which the Area Board would be 
owing and upon which interest is calculated. My objec- 
tion to the procedure here is that no credit has been 
given to London for the interest on those surplus lands. 

5303. With great respect to you, I would suggest that 
Parliament has drawn a clear distinction between assets 
which are to be regarded as available for the relief of 
persons served by an Area Board and assets which are 
to be regarded as for the relief of the industry as a whole 
through the Central Authority? — It makes not the slightest 
difference. All it means is that supposing, for example, 
the Board of which I am a member had had £40m. in cash, 
it would mean that we would have a smaller liability 
towards the Central Authority, and, therefore, would save 
interest on that £40m. 

5304. Let us see. You say that the £40m. in cash which 
you postulate, although the Act says it goes to the Central 
Authority would, nevertheless, be in some way handed 
back to the Area Board and then lent to the Central 
Authority? — No ; it would be taken into account in, 
calculating the balance owing at the start by the Board to 
the Central Authority. 

5305. By the Boards to the Central Authority? — Yes. 
All the Area Boards started off with an indebtedness to 
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the Central Authority, which, in turn, was represented by 
the Stock issued by the Central Authority. 

5306. So the Board owes the Central Authority money. 
Where does the £40m. nest egg come in? — They would 
have had credit for that. 

5307. The Board would have had credit? — Yes. 

5308. But that is in plain defiance of the Act of 
Parliament? 

{Mr. MacKenna ): This is the second time Mr. Fay has 
talked about somebody defying the Act of Parliament, 
but he is talking about the Electricity Act, and you are 
concerned with the Transport Act. In my submission, a 
cross-examination directed to showing that, in some other 
respects, some person has defied Parliament is really 
irrelevant to these proceedings. If Mr. Fay wishes to 
show us some section of the Transport Act which makes it 
impermissible 

{President) : Mr. MacKenna, Mr. Lawson himself intro- 
duced the Electricity Act provisions in his examination- 
in-chief. He might have been wiser not to do so or to 
have said: “ I am an accountant and not a lawyer ”, 
assuming there is a distinction. 

{Mr. MacKenna ) : If you really think the reference 
which Mr. Lawson gave on an earlier occasion to elec- 
tricity practice justifies the amount of time that has been 
spent in cross-examining him on the question of the 
electricity industry, I have nothing more to say ; but I 
would have submitted that if Mr. Fay were to point to 
some provision in the Transport Act which makes it 
impermissible 

{President) : Mr. MacKenna, this is a speech, you know, 
not an objection. 

{Mr. MacKenna ): I am sorry, it was intended as an 
objection to a form of cross-examination of an accountant 
which is quite unprecedented in my experience. If you 
think it is all right, because the accountant mentioned 
electricity in-chief, then I say no more. 

{President) : I think this cross-examination is permissible. 

5309. {Mr. Fay): Let me not approach the bounds of 
permissibility, but let me cite a section of the Transport 
Act, since we are on this topic, Mr. Lawson. I had 
better remind you of the provisions of Section 12, sub- 
section (1), of the Transport Act, because that is the 
section under which both the surplus land and the £40m. 
went to the Transport Commission. It says, does it not : 
“ Subject to the provisions of this Act, the whole of the 
undertakings of the bodies of persons specified in the 
Third Schedule to this Act, being the bodies who fall 
within the class described in the next succeeding section, 
shall, on the first day of lanuary, nineteen hundred and 
forty-eight . . . vest by virtue of this Act in the Commis- 
sion.” I do want you to understand the way in which the 
Commission’s case is put on these two pieces of property, 
what has been referred to in the past as the dowry. We 
simply say that the plain effect of that Act, which we 
follow, is that it is Commission property and no longer 
London’s? — That is clear, of course. 

5310. As a matter of ownership it is clear? — Yes, there 
is no London property. 

5311. But you go on to add a gloss upon that, that the 
Commission should pay attention to what had happened 
in the past and where the property came from and give 
some credit for reasons of moral obligation, or something 
of that kind? — Very, very strong moral obligation. The 
money had come from London, it had come from the 
passengers, and they are the same passengers. 

5312. At the risk of exacerbating my learned friend, I 
do want to make it clear why I refer to the Electricity 
Act, because, as I shall submit later, the Act under which 
the Area Boards operate makes a clear distinction 
between property which is to pass to the Central Autho- 
rity and property which is to pass to the Area Boards. 
Do you see that? — Yes. 

5313. I am going to submit that underlines the view 
which has been taken in the past that Commission 
property is Commission property?— I cannot dispute that 
it is Commission property, and I would not care to do so ; 
but I think it is very unfair on London to take £40m. of 
money which has been paid in fares by London passengers 
and to use it for the benefit of other places and allow 
no interest on it. I still think that is grossly unfair, but it is 

87619 



still permissible under the Act for the Transport Commis- 
sion to do it. 

5314. It is, as it were, for moral and historical reasons 
that you bring these two amounts into account? — And 
practical reasons, too, because I should have thought 
there can be nothing more dispiriting for the Management 
of London Transport to have their surplus funds taken 
away from them and used for other purposes when they 
are not even allowed interest on them. 

5315. The surplus funds which have been taken from 
them have been used for the benefit of the users of the 
Commission as a whole ; you appreciate that? — Oh, yes. 

5316. They have not been done away with or spent 
on high living? — I am not suggesting that. 

5317. I think we see the issue between us. I think 
I promised to tell you what the Tribunal had said in 
the past about this matter. 

5318. {President): Before you do that. {To the 

Witness): Mr. Lawson, you know, of course, that the 
Managers of London Transport have nothing whatever 
to do with the Central financial matters, do you not ; 
they are excluded front that obligation by the Com- 
mission? — Yes. 

5319. You mieht say that would be depressing to 
them, too? — I think it would be depressing to them. 

5320. They have been depressed for ten years? — Now I 
gather there is going to be a “ new look ” about it and 
they are not going to be depressed to quite the same 
extent. 

5321. Have you the Tribunal’s Memorandum of 1953? 
— Yes. 

5322. Would you look at page 6, Paragraph 13. It 
starts with a reference to a point made by Mr. Hill, who 
was the accountant giving evidence on behalf of the 
London County Council, and if you read that first 
sentence it is, in fact, your point, is it not? 

{President) : We have never committed ourselves to 
anything as long as this since, have we? 

5323. {Mr. Fay) {To the Witness): I am told I was 
wrong in suggesting Mr. Hill was the accountant for the 
London County Council, he was for your clients, the 
Middlesex County Council, in 1953. Here is the point 
taken, you see, and succinctly put by the Tribunal? — Yes. 

5324. In the middle of that paragraph they say : “ Mr. 
Hill’s view that, for the purpose of this Inquiry it ought 
to be ” — that is, ought to be credited to London accounts 
— “ was based on the fact that at the time when the 
London Passenger Transport Board’s undertaking vested 
in the Commission some of these ‘ lands ’ belonged to 
the Board.” Then here is the Tribunal’s decision : “ We 
think this fact is for present purposes irrelevant. The 
objeot of this part of our financial investigation is to 
ascertain how much, in the aggregate, the London Trans- 
port Executive’s passengers ought to pay for the use 
of the assets employed in the provision of the services 
used. These ‘ surplus lands ’ by definition play no part 
in the provision of these services.” I dare say you would 
agree with that final sentence : “ The surplus lands play 
no part in the provision of these services ”? — I should 
imagine so. I do not know anything about them. 

5325. That is a matter of definition ; they are not 
“ surplus ” if they are transport lands? — No ; but I think, 
if I may say so, the President this morning has given 
an answer that he would himself modify Paragraph 13 
at least to the extent of saying that there should be 
some reduction as regards interest charges. 

5326. Let us not speculate into the minds of the 
Tribunal, which will not be known until the decision is 
given. 

{President) : That is the inclination of my mind, that 
in Paragraph 13 the Tribunal, as it was then constituted, 
made an error in not reducing the interest charges by 
an amount which would represent the interest on the 
Transport Stock issued in respect of the surplus lands. 
Mr. Lawson was correctly interpreting my mind on that 
point. 

5327. {Mr. Fay): That sounds like a crumb of comfort 
to you, Mr. Lawson? — I am very grateful for a few 
crumbs. 

A 4 
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5328. But not the whole loaf yet? — No, but it is a 
crumb. 

5329. The point at issue is this, is it not: You disagree 
with the proposition that the object of this part of the 
financial investigation is to ascertain how much, in aggre- 
gate, London Transport Executive passengers ought to 
pay for the use of the assets employed in the provision 
of the services ; you think that too narrow a view of 
the matters to be inquired into? — I would have thought 
so. I should have thought the exercise was to ascertain, 
as near as is ascertainable, what is the fair result of 
operating London Transport, and I would include in that 
such items as surplus lands which have been acquired out 
of the fares and moneys previously provided by the 
London passengers. 

5330. And pay no attention to the vesting of 1948? — 
I would have thought not, because all the vesting has 
done, from the legal point of view, is that it has put 
everything in the hands of one body called the British 
Transport Commission, but there is nothing to prevent 
the British Transport Commission sub-dividing that into 
branches. 

5331. Let us just see if that is all it has done. Do 
you agree with Mr. Winchester’s evidence that the interest 
obligation of the old London Passenger Transport Board 
on the last day of its existence was £6m. a year? — I do 
not know ; I have not looked at that. 

5332. That was given in evidence in this Inquiry, Q. 
3390? — I will accept it, then. 

5333. I say its “ interest obligation ”, because it was 
not, in fact, able to pay all the interest due on the “ C ” 
Stock, as you probably recollect? — I had forgotten. 

5334. But if it had met its interest obligations it would 
have paid out £6m. Look at your WHL 1 : In 1948, line 
16, you have a capital servicing obligation of £5-3m.? 
— Yes, because you had issued Government Stock at 
3 per cent, in place of higher yielding Stock. 

5335. Why do you take advantage of that? — Why 
should Scotland have the advantage of it and not London? 

5336. You see, you are rather inclined to say: “Heads 
I win, tails you lose”? — No. 

5337. In consequence of the vesting in the Commission 
the Government guarantee applies? — I agree. 

5338. And the interest obligation of London drops con- 
siderably? — And of all the other undertakings, too. 

5339. You will not, as a quid pro quo, allow the Com- 
mission to have the benefit of the surplus lands? — Who 
do you mean by “ the Commission ”? The Commission 
have got to apportion it, in turn, over to some of their 
different activities. The Commission is only an accumula- 
tion of different activities. 

5340. That is your view, is it? — Is that not so? 

5341. Mr. Lawson, I do not think I had better pursue 
that, because I am sure no lawyer and accountant would 
ever agree about what the Commission is. Is it not the 
plain fact that you are taking the credit for the formation 
of the Commission under the Transport Act, but not 
allowing the debit? — No, I do not think so. 

5342. You see, if you are going back to the historic 
cost to see what is fair, ought you not to assume, to do 
the exercise correctly, that the London Passenger Transport 
Board is still in existence? — No, I do not think so at all. 

5343. What has happened to it? — It has been wound 
up. 

5344. It has been killed, wound up and extinguished? 
— Certainly. I am not for a moment suggesting that you 
should consider it as still in existence. 

5345. And the Commission has taken and applied, for 
the general purposes of the Commission, the surplus lands 
and the Trust Fund? — Yes. 

5346. But you want to revive the London Passenger 
Transport Board, do you not? — No, I do not. All I want 
to do is I want the Commission to apportion the items 
properly to the different activities. 

5347. I think I have put the case sufficiently to you 
and we see where we are. Now may I go on to the 
way in which you deal with the Maintenance Equalisation 
Account? I want to look at your Exhibit WHL 1 and 



I want to deal, first of all, with the position from 1954 
onwards, represented in your line 6? — Yes. 

5348. You have simply written back the transactions 
on the Equalisation Fund, have you not? — Yes ; I have 
adjusted everything on to a cash basis. 

5349. Was it wrong to average the costs of renewals, 

Mr. Lawson? — You have not exactly averaged the costs 
of renewal, have you? I do not think that is what you 
have done. As I understand it, what happened was that 
London Transport bought a new fleet of buses 

5350. I am talking about from 1954 onwards? — That 
comes into 1954, because that is when the expenditure 
started. 

5351. I do not think you understand these provisions. 
From 1954 onwards the equalisation provision is a provi- 
sion for equalising the replacement, not the repair, the 
renewal of non-depreciable assets? — I beg your pardon, 
yes. 

5352. That is what is being equalised from 1954 
onwards? — I beg your pardon, yes. 

5353. Is it wrong to average it over the years? — 1 
cannot say it is really wrong. The only thing about it 
is that if one sets up an account like this, a reserve to 
equalise expenditure, you really cannot do it if you have 
got a deficit. You are only putting a figure in a book, 
you are not, in fact, setting aside moneys for this later 
expenditure because you have not got the money, you 
have not earned the money to set it aside. If you had 
earned the money, I should think it would be a very 
reasonable thing to do, but you have not. 

5354. Do you put it forward as an accounting principle 
that it is wrong to equalise renewals when you are in 
deficit? — No, I cannot say it is wrong, but I think it is 
rather meaningless. 

5355. You appreciate that what we are dealing with 
is renewals of non-depreciable assets, like railway metal, 
bridges, and so forth, signal cabins, things which have io 
be replaced at intervals but which are not depreciated? 
—Yes. 

5356. You say iit is not wrong, but it is not quite 
night? — iWhat I am saying is this: It is quite a reasonable 
thing to do to sat aside imoneys in a year whan your 
expenditure has been low to equalise 'expenditure and 
meet it in a later year when you lexpect it to be higher ; 
but if you (have made a deficit and have not made a 
profit, you have not got those moneys available to set 
aside, so the whole transaction is a little artificial, it is 
merely writing figures in a book. 

5357. Do, you Say we ought not to depreciate on 
historical cost the depreciable assets when we are in 
deficit? — No, you should do that. 

5358. What is the difference? — This is not deprecia- 
tion, this is an equalisation of renewals. 

5359. Gome, Mr. Lawson! Depreciation is equalisation 
of renewals of the buses which you are depreciating, is 
it not? — No, it is not a renewal at 'all ; you are writing 
off expenditure. 

5360. That is your answer, is it? — Yes. 

5361. ( President ): And that is right and meaningful 
even though you are running at .a heavy deficit? — Well, 
it has very little meaning from the point of view of setting 
aside the cash to spend in the future on the renewals. 
It is meaningful from the point of view of adjusting a 
hook entry to show which of your original assets you 
have amortised at that date. 

5362. It is writing things in a book? — -It is writing 
things in a book, I agree. 

5363. Both the depreciation figure you write in a book 
and the equalisation figure? — Yes, to some extent. 

5364. Both operations are open to the same objection? 
—Yes. 

( President ) : That is very comforting to the layman. 1 
am gratified to hear it from an accountant. 

5365. (Mr. Fay) : Now may I come back to the previ- 
ous period? In that period you have written back the 
amounts which were credited to the Equalisation Fund, 
but ignored the sums which were withdrawn from the 
Equalisation Fund? — I thought I had explained that. 
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5366. Let mle say at once that I would agree you are 
quite right not to write back the sunns debited to the 
fund? — Those are the deferred repairs. 

5367. They are not all deferred repairs ; they are part 
deferred repairs and part equalisation? — I thought they 
were deferred repairs. 

5368. No, that is where I think you have misunderstood 
it. The basis from 1948 to 1953 was that there was an 
abnormal Maintenance Account, so called, was there not? 
— Yes. 

5369. And that contained sums of money which had 
been sat aside for deferred repairs owing to war con- 
ditions? — Yes. 

5370. To that extant it was a fund which could be run 
down when the repairs and renewals were caught up 
with? — Yes. 

5371. But you do appreciate, do you not, that at the 
same time there was sat up a standard maintenance 
charge? — Yes ; but these repairs were calculated by refer- 
ence to it, were they not? 

5372. No. The payments into the fund were calculated 
by reference to it, and if the actual expenditure on the 
repairs and renewals fell short of the standard charge, 
then the balance was paid into the fund. Those are the 
credits which you have in your Table WHL7? — Yes. 

5373. Those shortfalls were equalised shortfalls in 
expenditure, were they not? — Yes, I suppose they were. 

5374. And if the standard provision as regards any one 
item in your table was over -spent, then if one is going to 
dissect it one would have to say to one’s self: “Is this 
a piece of deferred repair, or is this merely a piece of 
equalisation?” — I think one would. 

5375. And you cannot do that in practice, can you? — 
I should not think so. I thought you were regarding it 
as all deferred repairs, bearing in mind that there clearly 
were very large sums of deferred repairs to be done at 
that time. 

5376. If iit was purely and simply a deferred repairs’ 
fund that could be run down, there would not be any- 
thing to be paid into it, would there? — No. 

5377. And you do appreciate that £4-2m. was paid 
into it? — Yes. Until I came into Court I hiad not appre- 
ciated this very curious position that you were making 
this provision in the first year of the life of a bus for 
overhaul in a later year. That is something that bad not 
occurred to me. 

5378. Do not let us go off on a specific instance? — It 
is a big part of the total. 

5379. It is part of it. Of course, you said, when I was 
asking you questions the other day, that depreciation 
evened itself out over the years because you. did not 
replace all your assets at the same time. This was a 
particular problem caused because one large seed on of 
the assets was replaced at the same time, was it not? If 
the buses bad been replaced in progressive stages, then 
the overhauls, like the ordinary maintenance, would have 
spaced themselves out? — Yes. 

5380. Instead of which there was an overhaul holiday? 
— 'Yes. 

5381. And the equalisation provision mounted up be- 
cause it took into account both the major overhaul and 
the minor maintenance? — I do not know enough about 
how your standard charge was calculated. I should have 
thought your standard charge would not have taken into 
account these new buses. 

5382. Why should it not take into account overhauls?— 
Of the new buses? 

5383. Of any bus? — I do not know. 

5384. It would be very difficult to work a provision if 
it only applied to some buses and not to others in the 
same fleet, would it not? — I do not know enough about 
how you do it. 

5385. You agree now that the only fair way of dealing 
with the years 1948 to 1953 was the way in which the 
Commission dealt with them? — No, I do not agree with 
that. 

5386. Do you still say it is right to write back, as you 
have in line 5, the credits? — I think it is much better to 
put it on a cash basis for the purpose of arriving at the 



deficit. We are trying to arrive at a deficit which is 
going to be set up in a Balance Sheet for London Trans- 
port, and I would have thought for that purpose the best 
thing to do would be to provide the thing on a cash basis. 

5387. Are you saying that this writing back is some- 
thing necessary to put the accounts in proper shape? — 
Yes, for the purpose of finding or establishing your deficit. 

5388. For the purpose of establishing working results, 
I suppose? — Yes. 

5389. Because whether it is cash or whether it is 
equalised out, the maintenance and renewal charges are 
charges to revenue, are they not? — Yes. 

5390. So you are saying, for the purpose of finding one’s 
working results properly these funds should be written 
back? — Yes, for this purpose. 

5391. You keep saying “ for this purpose ”. I asked you 
if, amongst other things, the purpose was to arrive at the 
working results? — My purpose is to arrive at the 
accumulated deficit rather than being particularly concerned 
with the working results as from one year to the next. 

5392. Are you now saying as an accountant that there 
ought to be two sets of accounts kept by a company, one 
to give a fair picture of its working results and a quite 
different set to give a fair picture of its deficits? — No. 

5393. Surely some test must apply. What is a fair 
picture of an accounting year is a fair picture whatever it 
throws up at the end? — I must come back, I am afraid, 
to this overhaul of the buses, because it is a very curious 
point to me. I have, as Mr. Patrick Browne knows, in 
my office examined accounts of every road haulage under- 
taking in the country, and my recollection is that this 
particular form of equalisation is not applied by any 
single haulage road haulage company. It seems to me, 
therefore, that you are setting up something here which 
is extremely unusual. I am not, on the basis of my 
present knowledge, willing to accept that it necessary is 
the normal thing to do. 

5394. Never mind whether it is normal, is it right? — 
I would have thought not for those new buses. 

5395. You keep saying “ those new buses ”. Are you 
limiting it to the new buses? — That is my main objection, 
the new buses, yes. I think it is very difficult to object 
to your standard charge on the ways and structures assets 
which are not depreciated. 

5396. You think it is wrong, if you take new buses into 
service, to equalise the maintenance which has to be done 
over the years? — I would have thought so, I must say. 
It is not generally done, as far as I know. 

5397. You have heard it said that it is generally done 
on the Railways, have you not? — That is where you are 
not depreciating, you are dealing here with a different 
class of asset. I accept that it is generally done with what 
you call ways and structures assets, but I do not think 
it is generally done with assets which are depreciated. 

5398. So, in writing back the figures, you are now saying 
there is something to be set aside for that part of the 
figure written back which represents ways and structures? 
—Yes. 

5399. But not for the balance? — Yes. 

5400. Let us just look at a particular year in your Table 
WHL 1, because this is a matter of considerable account- 
ing importance. Let me look, if I may, at the year 
1952?— Yes. 

5401. In 1952 you have written back £lm. in line 5, 
have you not? — Yes. 

5402. That is, in fact, the sum which was credited to 
the Provision Account? — Yes. 

5403. And you have written it back allowing no debit 
against it? — Yes. 

5404. Would you look higher up your column. You 
see you set out in line 1 the gross receipts of London 
Transport of that year, and in line 2 the working expenses? 
—Yes. 

5405. That figure of £66-1 working expenses included 
the £im. paid into the provision, did it not? — Yes. 

5406. If one works the process through, what you are 
saying is that that figure in line 2 should have been £65- lm. 
and not £66Tm.? — Yes. 
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5407. And line 3, accordingly, should have thrown up 
net receipts of £3-3m. and not £2-3m.? — Yes. 

5408. You do appreciate, do you not, that line 2, £66Tm., 
is a figure shown in the accounts of the Commission?— 
Yes. 

5409. That is the figure you say is wrong. Do you 
appreciate that figure has been certified as fair and just 
by the auditors? — I have not seen the certificate, but 1 
wouild accept that this is a way of doing it. I am saying 
it is an unusual way of doing it. 

5410. Let us have a look at the auditors’ certificate 
and see how far you go with it ; it is on page 147 of the 
Report and Accounts for 1952. Let us see, first of all, 
who the auditors are : They are Sir Alan Rae Smith of 
Deloittes and Sir Harold ‘Barton of Barton, Mayhew & 
Company, both gentlemen of some eminence in your pro- 
fession? — Certainly. 

5411. Would you look at the paragraph numbered 6 
at the end of their Report. They say: “In our opinion 
and to the best of our information and according to the 
explanations given to us the Consolidated Revenue Account 
and Consolidated Balance Sheet, as supplemented by 
Statements IV- 1 to IV- 10 and V-2 to V-16 and the fore- 
going remarks, give a true and fair view, respectively, of 
the net revenue surplus for the year 1952 ...” I am 
only concerned with the revenue, not with the Balance 
Sheet? — Yes. 

5412. You appreciate that the figure which you say is 

wrong ? — Wait a minute ; I have not said it is wrong, 

I have said it is unusual, I would not have done it myself. 
But equally I would accept that 1 would have done the 
same as Sir Alan Rae Smith and Sir Harold Barton, 
namely, I would not have qualified my certificate, but I 
would have said that the other way would have been the 
better way to do it. There is no such thing as right and 
wrong in these things. 

5413. ( President ): That, again, is a comforting remark 
to hear to a non-accountant. It is a choice of methods 
really, is it not, and both can be justified? — That is right. 

5414. It depends on which side one is? — Yes. 

5415. (Mr. Fay): I was about to say the Witness has 
touched on a factor which lawyers live on. (To the 
Witness ): You have answered the question I was just 
about to ask you: You would have been quite happy to 
sign that auditors’ certificate, would you not? — Yes, I 
should have been. I should equally have signed it my 
way. My way I think I would have signed it with a 
clearer conscience and better heart. If I may just deal 
with that point a little more, because it is quite important 
to us as accountants. Here you are dealing, of course, 
with a nationalised industry, but where you have private 
companies it is nowadays extremely important that your 
profits should not be under-stated. One reads in the 
papers every day of take-over bids and that sort of thing, 
and if you allow companies to understate their profits 
you do find that the shareholders very often get a.n 
extremely raw deal. I think this matter is of relative 
unimportance in a nationalised industry, but in a private 
company I should have wanted to look at it much more 
carefully. 

5416. ( President ): When you talk about a “private 
company ”, you mean a public company, but a non- 
nationalised body? — Yes. 

5417. (Mr. Fay) : Just one or two more questions before 
T pass from this matter. The result of the view which 
Sir Alan Rae Smith and Sir Harold Barton have certified 
is that, on a true and fair view of the accounts of London 
Transport, there was a working surplus of £2-3m.? — Yes. 

5418. You would have been quite happy, on precisely 
the same figures, to put them in the way you have now 
put them and give a certificate saying, on a true and fair 
view of the figures, the net receipts were £3'3m.? — Yes. 

I think we have got to be a little careful here. The 
certificate you gave me to read did not relate to the 
figures, it relates to the accounts of the Commission as 
a whole. 

5419. 1 wondered whether you were going to challenge 
that. Shall we spend a little time looking for the figures 
in the accounts? — I doubt if it is worth it. I have only 
raised the point, but I would accept the fact that my 
figure here would be £3-3m. 



5420. Would you take it from me that the figure of 
£66Tm. is to be found in Account IV-1, which is one of 
those referred to in the certificate? — I will take it from 
you, yes ; we will not waste time. 

5421. You see, you may say there are a number of 
different views all of which are right to accountants, but 
it makes things difficult for the rest of us if you are saying 
that different accountants can equally properly certify a 
£lm. difference on a surplus of £2-3m.? — I am quite sure 
they would have certified it. I have not the slightest 
doubt that, if you had not made that provision for these 
buses, they would still have certified those accounts. 

5422. You are saying that, even if you make the provi- 
sion, you can write it back again, are you not? — This 
provision is going to cancel itself out over the years, we 
heard that from Mr. James. It is completely unimportant, 
is it not, because, as I understand it, the whole thing is 
going to cancel itself out. 

5423. On our approach it is ; but, you see, the signifi- 
cance of your WHL 1 is that at the very bottom of the 
1952 column you show a net deficit of £l-7m.? — Yes. 

5424. Whereas if Sir Alan Rae Smith and his colleague t 

are right and a fair view is in the accounts, the deficit is 
£2-7m. That is some importance to these calculations, is 

it not? — I do not know ; I should not have thought it 

was particularly important. It is a long time ago. i 

5425. It does not matter? — It is a long time ago, is it . 
not? 

5426. ( President ) : But surely, Mr. Lawson, if we are 
concerned at all with the accumulated deficit, it must 
matter although it was a long time ago? — Yes, the 
accumulation matters ; but the point I was trying to make 
was that on Mr. James’s evidence by, I think, 1961 the 
whole of this situation cancels itself out. 

5427. You mean if we were sitting in 1962 your Exhibit 
would omit lines 5 and 6? — The whole thing would have 
balanced out ; it would not matter whether you included 
it or whether you did not. 

( President ) : We certainly shall not adjourn for as long 
as that, Mr. Lawson. 

5428. (Mr. Fay) : May I pass on to another matter, and 
that is your line 20, Income Tax recovered. Let me see 
if we are agreed upon the facts. This is money recovered 
by the Commission in respect of tax paid by subsidiary 
companies, I think you said before Vesting Date? — 

I think that is right. The tax was paid after Vesting Date, 
was it not? 

5429. In respect of profits earned before Vesting Date? 

— As I understand it, the subsidiary companies concerned 
paid dividends, and those dividends from which this tax 
was deducted were paid out of pre-acquisition profits. I 
think that was the order of things. 

5430. I do not really mind whether it is before or after 
Vesting Date ; it is, in fact, money recovered in respect of 
tax paid by a subsidiary company? — Yes. 

5431. Recovered by virtue of the fact that the Commis- 
sion had a loss? — Yes. 

5432. When it is recovered it is put into a Tax Account? 

—Yes. 



5434. In 1954, when they did that, do you say London 
Transport was entitled to be credited with a part of it? — 
I would have thought so, yes. 

5435. In proportion to its accumulated deficit compared 
with the Commission’s accumulated deficit in 1954? — Yes. 

5436. If it had been transferred in 1951, when the 
Commission had a deficit and London Transport had not 
on your figures, there would have been no apportionment? 
—No, I do not think there could have been. 

5437. There could not, according to your method, could 
there? — No, I do not think there could. 

5438. And if the Commission had kept it in the Tax 
Account until 1957 and then transferred it, perhaps you 
will take it from me that the accumulated deficit of 
London Transport was then about one-fiftieth of the 
Commission’s accumulated deficit? 



5433. And in 1954 the Commission transferred £12m. 
from the Tax Account to a contingency provisions? — Yes. 
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(. President ) : I do not think Mr. Lawson can take it from 
you, because he is not in agreement with you as to what 
the accumulated deficit of London Transport was. 

5439. {Mr. Fay ) : I am taking his figures, Sir? — If you 
are taking my figures, I would accept it. 

5440. I am taking your figures of the accumulated 
deficit. I am working out your approach to this £12m. 
on your figures? — I would accept that the figures would 
have been different if it had been done in 1957, and if 
you had done the arithmetic, I will accept that. 

5441. I have done it roughly? — The Commission were 
making very much larger losses later on, were they not ; 
that is the point. 

5442. Your figure for the London Transport deficit is 
£3-9m., and the British Transport Commission deficit was 
£194m.? — Yes, I would accept that they made much 
bigger deficits. 

5443. I make it about one-fiftieth. So if they kept it 
in a Tax Fund, you would only have credited one- 
fiftieth, which would be about a quarter of a million 
pounds instead of £lm.? — I think that must be right. 

5444. So it all depends upon the whim of the Commis- 
sion as to the date when they transfer it to the Contingency 
Fund? — Not entirely ; it is a question of when they were 
in a position to transfer it to the Contingency Fund. 
There was no reason to hold it up after it was available. 

5445. It is a book entry, is it not? — No. Cash came 
back to them ; they got some cash. It is not one of these 
book entries I have been talking about earlier, it is solid 
cash. 

5446. Cash came back, but the cash was represented by 
a credit in their bank account, presumably, until it was 
spent? — Yes. The moment they got the cash I think they 
could have apportioned it. 

5447. The cash is on the right-hand side and this pro- 
vision on the left? — Yes. 

5448. It is the entry in the Balance Sheet which balances 
that cash? — Yes. 

5449. And whether they keep it in that account or 
transfer it to another account depends upon what they 
think it is right to do? — Yes. 

5450. Does not that curious result of their deciding to 
keep it until 1957, or, indeed, to part with it earlier, show 
that there is something odd about your calculation? — 
I do not claim any very great merit for my calculation. 
What I am saying is London is clearly entitled to some 
part of it. 

5451. Why? — Why not? They have made the loss. 

5452. If that is your answer, I will leave it there. 

5453. ( President ): You mean they have done their best 
to make the losses big enough? — Yes, I think that is it. 

5454. {Mr. Fay ) : London is rewarded for having this 
loss. What about the unfortunate Provincial bus com- 
panies that make a profit? — You have not given them 
anything. Maybe you ought to argue that you should 
have done, but you have not. 

5455. If you are going on these moral grounds — which I 
find it rather difficult to follow myself — is there not a 
moral claim by the companies which, in fact, originally 
made the money to have it back? — I would not have 
thought so, because, you see, the credit arises as an offset 
to the losses that have been made. 

5456. This is Samuel Smith in reverse, thrift penalised 

and profligance rewarded? — Profligance is always 

rewarded. It is a point of importance with regard to 
the deficit in London, because if you make a deficit and 
if you then succeed in making a profit, or if you are 
in an undertaking which makes a profit, then, of course, 
the Government, in their wisdom, make up half the 
deficit for you by relieving you of tax on your future 
income. To that extent one might well have to make 
this deficit in 1952, or whenever it was, up from one source 
or another, and this was one of the sources from which 
it was made up and made good to the tune of £12m., and 
London, I should have thought, was clearly entitled to a 
proportion. 

5457. Very well ; we see what is at issue. May I go 
on to the next subject, which is reserves. You think 



reserves are desirable as a buffer, I think you said, or 
to meet contingencies? — Yes. 

5458. Da you think reserves are desirable in order to 
stabilise fares? — Well, it is very seldom that, in fact, they 
have that effect. In theory, I think, it is right, but in prac- 
tice it does not seem to work that way, because you get 
the big adjustment in wages, and that type of thing, 
which you really cannot stabilise as a result of a reserve. 

5459. But you can economise as a result? — As I see it, 
the pattern is this, is it not: Where you get these fairly 
regular increases in wages, then at that time, of course, 
the public expects a rise in fares, it is inevitable, it is 
part of the system of inflation, and I doubt whether it is 
really practicable to do anything which can act as a very 
material buffer in dealing with that kind of situation. 

5460. Are you saying you would need a pretty big 
reserve if it was to help stabilised fares? — I do not think 
it would be effective, because you would then be faced 
with having to put up fares at a time when wages were 
stable and the public were not expecting it. I would 
not have thought it was an effective thing to do. 

5461. You know that Parliament has said that that is 
one of the objects of the reserve — indeed, it is the only 
object they have expressed? — That may be the object. 

5462. I am frightened of referring to the Electricity Act, 
but it is the same in your industry, is it not? — I was 
speaking partly from my experience in the electricity 
industry in saying that. If in the electricity industry you 
get a very large increase in coal prices, in practice one 
has to put one’s prices up. 

5463. But, in fact, the Electricity Act provides, in the 
same way as the Transport Act, that one object of the 
reserve is to avoid frequent fluctuations in tariffs? — Yes. 

5464. In point of fact, if one looks at the little table 
at the end of the Report one sees there was, at any rate 
in one case, a withdrawal from reserves to subsidise one 
of the Boards? — Yes ; indeed, we have had a deficit in 
our Board. 

5465. In one case the Central Reserve was drawn upon 
to subsidise an Area Board? — Yes, I think it was. 

5466. You remember the tables set out at the end of 
the Herbert Report? — Yes. 

5467. Are you not saying that the Transport Commis- 
sion ought to pay attention to this factor of stabilising 
prices, perhaps not wholly, but, at any rate, minimising 
some increases, by means of a General Reserve? — I think 
you will find in practice that it has very little effect. 

5468. Your advice is to just throw up one’s hands and 
say : “ Parliament has said so, but we cannot do it ” ; is 
that it? — No. I have already said that you need a reason- 
able margin of profit and a reasonable reserve, I do not 
object to that ; and if you like to say it is for stabilising 
prices, or whatever the purpose is, that does not alter 
my view. I think you are entitled to a reserve. 

5469. The size of the reserve rather depends upon what 
use you are going to put it to, does it not? — Not really. 

5470. If it is going to be used to stabilise prices, I sug- 
gest again it has to be a pretty big reserve? — You cannot 
do it, in my opinion. I think it would be a great mistake 
to try and stabilise prices by using a reserve to a large 
extent. The items which you have given me in the elec- 
tricity industry are very small. You can use a small 
figure, but it is quite hopeless to require, and use, a 
large figure to stabilise a situation which has got out of 
balance. 

5471. §o in present-day conditions it cannot be done? — 
It can be done to a small extent, but I think there is no 
point in having a large reserve for that purpose. 

5472. Although, in view of the wage increases you have 
referred to, the fluctuations in expenses are likely to be 
large? — If fluctuations in expenses are large, you will 
not be able to overcome them by having a reserve. 

5473. How do you arrive at your £lm. as a figure? — 
Out of my head, out of the air. It is anybody’s guess. 
You asked me for my opinion, and I gave you my 
opinion. 

5474. You have not tested it by reference to any figures? 
— You cannot test it, or I cannot. 
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5475. People have had a shot, have they not? — Maybe, 
but I have not. 

5476. Our friends the Herbert Committee had a shot? — 
Yes, but nobody has followed it. Did they say 2 per 
cent, on the capital? 

5477. They said 1 per cent, on capital employed? — 
That would be about £14m., would it not? 

5478. Yes. The capital employed is between £150m. 
and £160m. So if you follow the Herbert Committee, it 
is £1 -5m. or £1 '6m.? — Yes. 

{Mr. MacKenna ) : The capital, surely, is £l,500m., is 
it not? 

5479. {Mr. Fay) : No, not in London. In London it 
is £150m.? — I would accept that. On the whole I think 
it would be about £l]m. 

5480. They regarded that as a modest provision, did 

they not? — No. My recollection is that they said the 

reverse, that you should not make it more than that. I 
think they said you should not pile up these reserves in 
a nationalised industry. That is my recollection. 

5481. At page 89, at the end of paragraph 340, they 
say: “The industry should, in our judgment, carry suffi- 
cient reserves to cushion it against short-run changes in 
demand and costs and the need for violent or frequent 
alterations of tariffs.” So they have not abandoned the 
statutory injunction to do that? — No. 

5482. “ We should regard it as no more than a modest 
provision against contingencies if this industry, with its 
annual revenue of £400m. and capital liabilities of over 
£1 ,000m., were for the time being to aim at earning, 
after providing for depreciation on the basis suggested 
above and interest charges, an annual average of, say, 

I per cent, on the capital employed. If in 1954-55 we 
regard the industry as having already provided deprecia- 
tion at the level we are recommending, it follows that it 
would have needed to earn an additional £10m. before 
it could be considered, in our judgment, to have met its 
costs, maintain its capacity intact and secured a modest 
contribution to reserves.” So they did say it was modest, 
did they not? — They did, I agree. 

{President) : They said it twice. 

{The Witness) : There was a paragraph somewhere else 
about which I was thinking, where I think they indicated 
there should be a limit to this so-called self-financing, 
and they did not think it was the duty of a public 
undertaking. 

5483. {Mr. Fay) : Are you thinking of Paragraph 343, 
where they say they 'think the undertaking should not go 
beyond the limits described in Paragraph 341? — That 
rather counteracts the word “ modest ”, does it not? 

5484. That is in the circumstances of the electricity indus- 
try, which is expanding? — Weil, you need much more 
capital in an expanding industry than you do with one 
that is stationary or contracting. 

5485. But as a cushion against changes in tariffs, you 
are in a happier position, are you not, with an increasing 
load factor and efficiency all the time in an expanding 
industry? — I still say that it has a very limited value for 
that purpose. 

5486. Would you not say that a contracting industry, 
such as, unfortunately, London Transport is at the 
moment, needs a larger reserve? — No, I cannot see that ; 

I should have thought it would need a smaller reserve, 
because the expanding industry has got so much capital. 

5487. I am still upon the cushion point? — Quite frankly, 

I think the cushion is of a limited value to deal with tem- 
porary difficult situations such, for instance, as the Strike. 
It would have been useful to have a cushion then, but I 
do not think it is really of very much help in levelling out 
any main change in operaing expenses which would have 
a major effect upon your expenses. 

5488. Let us look at the Bus Strike of last year. On the 
figures 1 gave you this morning it looks as though one 
would have had to draw out of the reserve at least £4m. 
to cushion that Strike? — You would, I agree. 

5489. So the reserves ought to have had that much in 
them, ought they? — Yes. 

5490. In addition, it has got to provide some self- 
financing, which you think is its main object? — You see, 



on my basis of £lm. you would, since Vesting Date, have 
about £10m. or £llm., of which you would have had 
to draw only £4m. for the Bus Strike. So I do not think 
1 am far out in my £lm. 

5491. You would have liked us to have set aside £lm. 
every year since Vesting Date? — I would not think it 
objectionable. 

5492. You would not think £10m. too much? — Not 
as a total, no. 

5493. Of course, now we are in deficit even on your 
approach, are we not? — I am afraid you are. 

5494. So in addition to building up the £10m., we 
have got to meet the deficit, whatever it is? — I am not 
sure about that. Whether you need make up that deficit, 
I do not know. 

5495. If one need never make up a deficit, why does 
anyone ever try to break even? What are we here for, 
Mr. Lawson? — In fact, people do not make up deficits. 
It is a curious thing ; they try to break even for the 
future, but they do not make up their deficit. As I have 
said, the great advantage of a deficit in private industry 
is that you get back so much of your tax. This deficit 
would be higher, of course, if you were expecting to 
earn a profit in the future which would be taxable. 

5496. So far as self-financing is concerned, I understand 
from what you said the other day that you regard it as 
almost entirely a political problem — using “ political ” in 
the wide sense and not the Party sense? — To this extent, 
that, of course, a nationalised industry is dependent on 
getting its money from the Government, and if the Gov- 
ernment will not give you any money you have no alterna- 
tive but to get it out of passengers. 

5497. The views of the Government are plain from the 
passage from Hansard I put to you the other day? — 
I was looking at that, and perhaps you would allow me 
to add a word or two about it, because it might help to 
clarify it. If I may refer to the last accounts of the 
electricity industry, I would like to do so because, looking 
at the transcript, I bad the impression that I did not 
answer your question sufficiently fully. May we look at 
the Central Electricity accounts for the year ended 3 1st 
March, 1958. It is page 143 to which I wish to refer. 
The self-financing which Mr. Maudling was referring to in 
the electricity industry consists of the items “ Depreciation 
of Fixed Assets ”, which is historical-cost depreciation, 
which appears abouit half-way down the page, £69,303,708, 
plus the items which appear further down the page called 
“ Consolidated Surplus before Transfers to Reserve ”, 
£16m. Have you got that? 

5498. Yes? — So that this is referring to self-financing of 
£85m., of which £69m. is historical-cost depreciation and 
£16m. is surplus which is available for Supplementary Re- 
serves, for replacement depreciation, Area Boards Reserves 
and everything else. May I make that clear to begin 
with? The important part of the self-financing, from the 
point of view of the explanation to the consumers and 
from the point of view of getting your prices, is the £16m. 
You appreciate historical cost is operating. The £16m. — 
and I think this might be of interest at this Inquiry — is 34 
per cent, on the revenue, which you see is the top figure : 
“ Sales of Electricity.” 

5499. That is gross revenue? — Yes. It is 34 per cent, 
on gross revenue. Then if you would turn over the page 
and look at the Capital Account, you will find that the 
capital employed is roughly £l,600m., so it is almost 
exactly the Herbert Committee’s 1 per cent. 

5500. On capital employed? — It is 1 per cent, on capital 
employed, and it is 34 per cent, on turnover. I am not 
drawing any conclusions from that at this stage, except 
to draw attention to what Mr. Maudling was blessing. 

5501. If you take our turnover at £80m., 34 per cent, 
is what? — £24m., about half of what you are asking for, 
because you are asking for £5m. If you take your capital 
employed it is £14m. 

5502. It is nearer £3m., is it not? — It is £2-8m., and 
on your capital employed, as we saw just now, it is film. 

5503. You might have noticed on the day I was asking 
you questions that the Bill was further considered in the 
House in Committee? — Yes. 
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5504. I do not know whether you looked at Hansard 
for that day, or whether you have done so since? — No, 

I have been too busy. 

5505. Let me just put it to you that Mr. Maudling, 
again on behalf of the Government, in Committee on the 
17th February, column 232, referring to suggestions that 
the borrowing powers should be cut down or postponed, 
said this : “ The only way in which that could be post- 
poned would be if the Electricity Council were able 
either to economise further in capital expenditure or to 
contribute more by way of self-financing. Those are 
both things which Honourable Members on both sides of 
the Committee would be glad to see happening ”. So it 
does not sound as though you had yet got to a stage 
which fully satisfied the Government? — I am afraid you 
come back to the point I have already made, that you have 
got Parliament there debating how much money they 
think should be lent to the electricity industry, and if they 
will not lend us enough money you have somehow or 
other to get it from the -consumer ; but I think myself it 
would be extremely difficult to get more out of the 
electricity consumer. 

5506. There is an economic aspect of it, too, is there 
not? — Yes. 

5507. Because if you do not self-finance, or to the extent 
to which you do not self-finance, you have to go on to 
the money market and borrow? — Yes. 

5508. With or without Government assistance? — Yes. 

5509. That is the aspect which Sir Oliver Franks was 
worried about in the extract which I cited when I opened 
this case, was it not? — Yes. It is a very difficult economic 
question. I am not an economist, but I must say I have 
never myself understood the argument, because I would 
have thought that if you self-financed and put up your 
prices, then the public have less cash in their pockets 
and, therefore, less to offer, and you get into a sort of 
vicious circle. If you leave them with more money in their 
pockets they have more money to subscribe to you. 

5510. If you leave money in their pockets they have 
more money for expenditure on the expanding provision 
of luxuries, and practically anything can start inflation? 
— I ithink you can argue the economical side either way. 
There was a time when economists were arguing quite 
seriously that it was deflation to put up prices. 1 still 
do not accept it, because T think if you put up prices 
you get increased wage demands and you go on getting 
into a vicious spiral. I do not think it is deflation to put 
up prices myself. 

5511. Apart from the question of inflation, what Sir 
Oliver Franks was saying — and I think I had better remind 
you of the passage on page 19 of the transcript — was 
that he was complaining about the amount the nationalised 
industry has to borrow, was he not? — Yes. 

5512. He said: “In round figures, ^it appears that in 
1955 more than £300m. was needed to maintain intact 
the capital used in these industries, yet the combined 
surpluses of the public corporations themselves covered 
barely half of this. The remaining half, together with 
the whole of the funds needed for new investment, had to 
be raised by borrowing — to the tune of more than £400m. 
— savings generated in other sectors of the economy . . . ”? 
— On that footing, London has been a most extraordinarily 
good child, because London has not borrowed any money 
at all. 

5513. On your view of it? — On your view of it. London 
has not raised any new capital for nearly 20 years, has it? 

5514. That depends, does it not, at what you put the 
deficit. What Sir Oliver was complaining about was 
undue calls upon the limited fund of the savings of the 
nation? — Yes. 

5515. You would agree, would you not, that the amount 
of savings available for investment are limited? — Yes, and 
the higher you put the prices, the more limited they will 
become. 

5516. They are limited unless credit is relaxed and 
further inflation starts?— Yes. 

5517. And Sir Oliver Franks clearly thinks that it is 
bad economy to make these undue calls on the savings 
of the nation. He goes on to say: “What would be 
thought of the future of any private enterprise that failed 
to provide even for the maintenance of capital? The 



contrast with private industry is very marked indeed. It 
seems clear that, in relation to their costs, the nationalised 
industries as a group have been fixing uneconomically 
low prices for their products ”? — I doubt if he would have 
said that about London. 

5518. What he is saying is that a nationalised industry 
ought at any rate to self-finance the maintenance of the 
body of the undertaking? — Yes, he is saying that. 

5519. Yes — at least? — Yes. 

5520. And that, in the case of London, means pro- 

viding £3-0m. replacement reserve? 1 — No, I do not think 
he would have said that. He says there what would apply 
if you have a private enterprise that did not provide for 
the maintenance of capital. If you were to visualise 
private enterprise very highly geared — almost entirely loan 
capital — I cannot believe that Sir Oliver Franks or anybody 
else would think it reasonable that it should charge the 
customers 

5521. I see ; you say that he is another expert who has 
escaped the blinding light of loan capital? — Yes, I am. 

5522. And that closes that alley, does it not? — Yes. 

5523. I do not want to go far on to the subject we 
have arleady discussed — that is, replacement reserves — 
but there is one matter arising out of what you said the 
other day about which I must aslc you. I have not a 
reference to your answer, but what you are saying— I 
will find it in a minute — is that there is no need set aside 
for replacement on replacement cost, because the public 
has a sporting chance, in your words, that the fund would 
not be needed? — No, I do not think I said that. Do you 
think you could find the reference? 

5524. Yes ; it is page 290, Question 4429? — Yes ; . I 

said they had a sporting chance that their prices will 
never have to go up to the extent of this £50 that you 
are worrying about 

5525. Yes, and you also dealt with it in Question 4422 
on the other side of the page, nearly half-way down the 
answer: “Also there will be a good chance that, through 
the technological developments which are being introduced, 
they will not have to pay more at all. because by the 
time they come to buy the new bus and pay the increased 
price when the bus is renewed, that bus is probably a 
bus which has a much longer life, because we know that 
buses are having longer lives, and therefore, the depre- 
ciation charge would be less. The bus is probably more 
efficient in operation, and generally the cost would be 
down. So that it may never be necessary to put up the 
price as much as it is on the basis of this calculation ”? — 
Yes ; I was still talking about the £50. 

5526. Yes, but you are talking about the cost of financing 
by the issue of fresh loan capital? — Yes. 

5527. As opposed to setting aside a proper sum? — Yes. 

5528. And you say that they may have to pay the £50 
more, but they will get it back because it is a better bus, 
and indeed the depreciation charge itself may be no higher 
owing to its longer life? — Yes. If I can make it clear, 
what I am saying is this, that if you replace the bus, prima 
facie you will have to pay higher depreciation on that new 
bus, that higher depreciation being the figure which under 
your system you would have been charging in the last 
year, Year 10 ; but I am also accepting the fact that 
under my system you would have at that point to borrow 
money which would cost us, in our example, £50 a year. 
I am saying that these other factors may well have a 
sufficient importance to off-set that £50. 

5529. And you said there was a sporting chance ? — 

A very good chance. 

5530. 1 think you said twice that there was a sporting 
chance? — I will repeat it a third time, if you like ; 1 
think there is a sporting chance. 

5531. Do you think that an industry like London 
Transport ought to run on the principle of a sporting 
chance? — Wait a minute, Mr. Fay ; that is not quite 
fair, is it? That is not what I was directing myself to 
at all. What I said was that it was absolutely wrong — 
I must go back and explain the answer ; you did not 
call attention to what we are contrasting here, which is 
self-financing by providing in advance for the replacement 
cost as compared with borrowing the money at the time. 
You took example 6, the replacement cost of your bus. 
You would in the ten years up to the time of replacement 
have set aside £1,000 under your system for replacement 
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cost; under my system that £1,000 would not have had 
to be paid by the users of the bus, but under my system, 
as from the 11th year there has to be an extra charge 
of £50 per annum, leaving these other factors out of 
account, so that in fact in 20 years’ time, I think I said 
the present generation which put up this money would 
not get their money back even at the Last Trump. In 
fact, if they lived long enough, in 20 years after the first 
renewal of the bus, they could have got their money 
back again. 

5532. I am sorry, but how do they get that money 
back? — By saving the £50 a year. But if you treat all 
bus travellers as one generation, bus travellers as a whole 
have had it back at 5 per cent, per annum over 20 years. 
That is the first point, and I think that is extremely 
bad ; I find it very difficult to see how you think that 
type of thing is an advantage to the bus travellers — that 
is what you said, that it was an advantage to the 
travelling public. I cannot see how it can be an advantage 
to the bus passenger to force him to pay £1,000 over 
the ten years in expectation that the travelling public as 
a whole — different people — will get back the equivalent 
of the £1,000 in a further period of 20 years. I cannot 
see any advantage in that. 

Then I went on to deal with the point that if you 
delay putting up your prices until the 10th year and you 
then borrow, the chances are that these technological 
advances will have taken place, and you will have some- 
thing to off-set the higher oharges you have had to 
operate. 

5533. Surely the logical conclusion of that line of 
thought is that there ought not to be any depreciation at 
all? — Oh, no. 

5534. Why should you saddle the unfortunate traveller 
of today with the replacement of a bus on historical cost? 
— I have explained more than once what historical cost 
is : You spend a large sum of money and you must 
charge that off against your revenues, and therefore 
against the users of the transport system during the life 
of the asset. 

5535. ( President ): Why? — Somebody has to pay for it. 

5536. I think Mr. Fay is putting it to you that that 
would leave posterity to do posterity’s work? — I do not 
think you can leave posterity to do that work. 

5537. That is what learned Counsel is putting — that you 
must provide depreciation? — Yes. 

5538. (Mr. Fay) : Let me see if I can put your point 
fairly to you: You are depreciating the loan, and not 
the bus? — You can look at it either waY Local Authori- 
ties always used to depreciate the loan and not the bus, 
but I am not really saying that, although I admit it 
comes to the same thing. 

5539. If you did not depreciate the bus, as it is usually 
looked at, the next generation would be paying interest 
on two buses? — Not if you redeem the loan completely. 

5540. No; I said: “If you did not depreciate”? — I 
thought you were putting the alternative which used 
regularly to be adopted by Local Authorities in their 
undertakings. 

5541. No ; I was trying to understand your approach. 
You say that when you write off 10 per cent, of the bus 
as cost every year, you are not writing off the cost 
of the bus at all ; you are writing off the proper part 
of the capital invested? — No ; I am saying that you are 
writing off the bus. 

5542. So you are depreciating the bus? — Certainly. 

5543. I do not understand why logically, according to 

your line of argument ? — I do not see that. I am 

afraid I do not follow it ; I should have thought it was 
logical. 

5544. Le(t uis leave tihe rest to the speeches. I have 
referred you to your “ sporting chance ” of getting the 
£50 back, as I understand it, by technological improve- 
ments and the longer life of the new objects, which would 
reduce the depreciation charge annually, in order to refer 
yiou to what was said at page 80 of the transcript by 
Mr. James. lit is in Day 4, page 80, a,t Question 693, and 
perhaps you would look at that. You see here that we 
have some actual fi@ur.es of what does happen, and I will 
test the value of technological improvements and of 
increased appreciation of life by an actual example. What 



is being asked about at Question 693 is the financing of 
the replacement of the roiEing-sitoek of the Piccadilly 
Line, and Mr. Patrick Browne asks : “ Aniywiay, the cost 
of the neiw stock will be £10'8im.?” Mr. James replied:' 
“ Yes, and the historic cost of the stock which is being 
replaced is £2Tim. The depreciation change on .the old 
stock — assuming none of it is to be life-expired and 
assuming a thirty^ear life — is £70,000 a year, that is 
l/30th of £2 Tim. The depreciation charge on the new 
stock — ‘assuming for this purpose a fority-year life, be- 
cause it includes certain improvements which wifi enable 
it to live longer — is £270,000 a year, that is l/40!th of 
£10-8im.” Pausing there, Mr. Lawson, that is the pheno- 
menon you are referring to, of the new replacement 
article having a better Efe? — Yes, but of course the figures 
are extraordinary ones. I would not have expected the 
prices of anything to have gone up over five times, from 
£2 • lm. to £10 '8m. That is a fantastic increase, if you 
are in fact replacing with the same thing. 

5545. But you are not querying the figures as figures, 
are you? — No. 

5546. This is rolling-stock which was bought before the 
war? — Yes, but I did not think anything bad gone up five 
times. 

5547. And now you are disilusiiiooed ; that is the 
measure of the problem we are faoing. 

( President ) : I should have thought the original nolling- 
sitook of the PocciadiEy Line had been bought long before 
the war. 

{Mr. Fay ) : Yes, Sir ; I am told it goes back to 1926. 

( The Witness ) : Even so, I am surprised at the five 
times. I cannot help thinking that the figure of £10-8m. 
must in some way relate to a different product from the 
things included in the £2 • lm. 

5548. Let us see if that is so ; it is dealt with in the 
resit of the answer : “ So that arising from the replace- 
ment of that stock there is an increase in depreciation 
charges included in working expenses of £200,000 a year 
— ithat is £270,000 of new stook less £70,000 on the old. 
That increase in depreciation charges arising from the 
replacements can be sub-divided in this way ; as to 
£170,000 it results from rising replacement prices and as 
to £30,000 it results from improvements ”. So there you 
have your proipiortiion of the improvement to the replace- 
ment element in the new car which is to be put upon the 
Piccadilly Line; it is as 3 is to 17? — One must accept 
the figures, but they are very surprising, that you should 
spend five times as much on something and then only gat 
that small measure of improvement. That seems to me 
to be exceptional ; that is, as compared with other 
industries. 

5549. Never mind other industries ; we are dealing with 
the transport industry, and this is railway roEinig-stock. 
Yiou appreciate, do you oat, that the depredating assets 
of Loudon ' Transport are largely rolling-stock? — Yes, 
including the buses. 

5550. Yes, including the buses. I give it to you that 
the buses are post-war, and therefore the problem will 
not arise so acutely, but the entire railway rolling-stock, 
with one or two exceptions, is pre-war, and that is what 
makes the problem so acute? — Yes ; it has been too long 
delayed. 

5551. Yes. Then Mr. James goes on: “The £170,000 
arising from higher replacement prices is, of course, 
included in my £3-0m. replacement reserve today. By the 
time the stock is replaced three years hence that will have 
transferred itself from the replacement reserve to deprecia- 
tion provision based on historic cost You appreciate, do 
you not, that Mr. James has worked out his £3-0m. replace- 
ment reserve requirement not by any process of guessing, 
but by writing up in the books the assets to their present- 
day replacement values and saying what the difference 
is? — Yes. I feel there must be some element of explana- 
tion about it, because I feel pretty confident that a good 
many of the assets you will be acquiring, replacing the 
assets going back to 1926, wiU be very different. 

5552. But you see what he has done ; when he is 
replacing his old car by something better, he is not say- 
ing : “ I am going to add on to the £3'0m. the cost of the 
new enchancement value ” ; he only takes that part of it 
which is pure replacement. You see that, do you not? 



MINUTES OF EVIDENCE 



337 



19 February, 1959] Mr. William Halford Lawson [ Continued 



— Quite frankly, Mr. Fay, I cannot see how, when you 
take a locomotive with a life of 30 years, and you have 
now bought a new locomotive, you can sit down and 
calculate what the replacement cost of that will be in 30 
years’ time, or the improvement element in it. Mr. James 
has done it on the basis that he is going to replace it 
immediately, but it is quite impossible to do it in ten 
years’ time with any accuracy at all. 

5553. But you do not need to look ahead ten years 
and say : “ Shall I get a better vehicle then? ” To take 
the cost of replacement you take the existing one with- 
out any improvement? — I thought you said he had 
allowed for improvements. 

5554. Have you not read his answer? He has not 
allowed for improvements in the £3-0m. ; that is made up 
of pure replacement? — I see. 

5555. Did you not follow that? — I thought, as you 
put it to me, that he had allowed something for it. The 
£3-0m. is bound to be too much on any showing. 

5556. Why? — There must be some improvements of 
the nature of this £30,000 which he mentioned. 

5557. That is exactly why I put the answer to you ; I 
thought you did not appreciate it the other day. The 
experts, who know something about transport, have dis- 
sected it into enhancement, or improved value, from the 
£3-0m. ; the £3'0m. is made up of plain replacement of 
the asset for another exactly comparable asset. Do you 
follow that that is what they have done? — But is that 
not the wrong thing to do? 

5558. Why? — You have assumed that you are going 
to find out what it would cost to build a 1926 locomotive 
if you built a 1926 locomotive now? 

5559. What I am saying is that Mr. James has put down 
here the enhanced cost of buying a Piccadilly Line car ; 
it would be no more efficient and have no longer life 
than an old Piccadilly Line car? — I am surprised that you 
could get a quotation for such an animal ; I would not 
have thought anybody would make such a thing. 

5560. But do you accept that it has been done? — It 
may be, but it seems to me an extraordinary exercise. 

5561. Now that you appreciate that it has been done, 
do you criticise the £3-0m. as representing the difference 
between the historic cost and the replacement cost of the 
assets which have to be replaced? — On your definition 
of replacement cost, no. 

5562. You do not quarrel with it?— No, but I still 
think it is a theoretical exercise. In your opening state- 
ment you do not claim it to be an exact figure, and I 
think these calculations are not as exact as you would 
imply. 

5563. In the case of cars for railways being bought 
now, it is capable of precise calculation?— Then you are 
buying something different. The calculation which I say 
cannot be precise is saying what it would cost to build 
today a locomotive of the 1926 type, which is not now 
made. You could use an index and get a calculation, 
but it could not be precise. 

5564. But you could find out what it would cost to 
build a diesel locomotive to replace the old one, which 
will do the same work with the same efficiency, and if 
you find one which will do better work with greater 
efficiency?— You can, but it is a task for an expert, and 
even he cannot do more than get it approximate. 

5565. Do you accept that that task has been shouldered 
by London Transport with a view to producing a figure 
which is pure replacement and not enhancement? — I 
accept that. 

5566. And that being so, your point about the “sport- 
ing chance ” in regard to technological improvements 
rather loses its force, does it not? — No — why? 

5567. What is the effect of the “sporting chance ” of 
technological improvements? — You want to provide 
£3-0m. for replacement on this theoretical basis of saying 
what the assets would cost now if you replaced them with 
precisely the assets you have now in existence? 

5568. Yes?— I say that in fact you will be able to buy 
for the same cost, or something equivalent, an article which 
will be more efficient than the old one ; that is what is 
happening throughout industry. 

5569. We are back now where we started ; the answer 
to Question 695 says that that is precisely what is happen- 



ing, and it does not give much financial relief? — I am 
surprised that it gives so little. I would have thought that 
in other circumstances — we are dealing with a specific 
instance — it would have given greater relief. 

5570. The chance of any revolutionary alteration in the 
buses — you said it was a sporting chance ; I would call 
it slim? — They are having a much longer life ; the age 
plays an important part in depreciation. 

5571. I see; it is long life, not technological improve- 

ment? — It is both. I say, accepting that there are techno- 
logical improvements in this field 

5572. But I am saying there are not the prospects of 

technological improvements of such a revolutionary magni- 
tude to render replacement wholly unnecessary? — Not 
wholly unnecessary, but replacement of such a 
magnitude 

5573. You are hoping that as a result of inventive genius 
of producers of transport, everything will be more efficient 
in the future ; is that the position? — They have certainly 
been more inventive in this industry than in most ; perhaps 
there is more headroom to be made up ! 

5574. That is generally true of railways, is it not? — I 
do not know ; I am accepting it from you. 

5575. Perhaps I should remind you that the lifting of 
the value of the assets from historical cost to replacement 
cost is not something which is done for the purpose of 
this Inquiry, but something which is done for the purpose 
of the internal control all the time by London Transport? 
— Yes ; I think I have noted that. 

5576. Difficult though you think it is, you accept that 
it has been done? — It is certainly difficult. 

5577. Have you looked at Mr. James’s table which is 
printed on page 245 of the 10th Day, P.J.15? — Yes. 

5578. That is an outline of the financing of the capital 
outlay, which has already started, in replacing rolling- 
stock and so forth ; there is £37m. of outlay between now 
and 1961, and this is how Mr. James expects to see it 
financed. You see the figure of £3^m. annually out of 
depreciation ? — Y es. 

5579. And, he hopes, £5-0m. annually from reserves, 
half of it collected this year? — Yes. 

5580. And it still leaves him with £12m., or a little 
less, to raise? — Yes. 

5581. Which, of course, will increase the service of 
capital charges of London Transport? — Yes, but I am 
assuming — or would I be wrong in assuming — that you 
are going to get some benefit, whether by way of greater 
traffic or economies in operation, from this £37m. you are 
going to spend? 

5582. That is a point about which I think my witnesses 
will have to be recalled ; it was not put to them. The 
answer is : Very little. I do not know whether you ever 
travel on the Piccadilly Line or on the Central Line? — 
I travel frequently on both Lines, yes. 

5583. If you put in a new and splendid train, it is diffi- 
cult to see, is it not, how you could get any more 
passengers in — at any rate, in the rush hour? There is 
not much scope, is there, for getting more revenue, no 
matter how much better the train is? — I do not know. 

5584. But you do appreciate that there are difficulties 
of that kind. You have probably experienced the fact 
that the stock is running to capacity at the rush hour, 
and in fact rather more than to capacity?— If I had 
walked to this Tribunal this morning from Waterloo 
instead of using London Transport, I should have got 
here much quicker. 

5585. Which way, Underground or bus? — Underground ; 
there was a queue for the bus. 

5586. You could not get on the first train that came 
in ; is that it? — Yes. 

5587. Because it was so crowded? — Yes. 

C President ) : You will be a few minutes more, Mr. Fay? 

{Mr. Fay ) : Yes, Sir. 

{President) : I think if we adjourn now, you may have 
time to tidy up your cross-examination — or possibly make 
it shorter? 

{Mr. Fay) : Yes — or eliminate it, Sir! 

{Adjourned for a short time.) 
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5588. (Mr. Fay): There is only one matter 1 want to 
put to you now, Mr. Lawson ; it is largely to avoid the 
possibility of confusion in the future. At page 287, 
Question 4339? — Which day, please? 

(Mr. Mackenna) : It is on the 13th Day. 

5589. (Mr. Fay): Yes — you were asked by your learned 
Counsel : “ So you say that depreciation charges, even if 
they were to be calculated on replacement costs, should 
only provide for a proportion of the cost of the new 
assets? I think he did agree with that?”— that is Mr. 
James — and your answer was: “Yes. I think the pro- 
portion corresponded to the proportion of the unexpired 
life since the date of acquisition ”. Does that direct your 
mind to your evidence that one should pay attention only 
to depreciation as from Vesting Day? — Yes. 

5590. That does not arise as a practical issue in this 
case at all, does it? — It arose in my mind only in trying 
to assess, quite apart from this question of revenue costs, 
as to how much it might be reasonable for you to borrow 
towards meeting the £37m. or the £43m., whatever the 
figure is, that you are going to spend in the next four or 
five years, and I was led to the conclusion that you could 
borrow, quite apart from replacement costs, £274m., 
because it was all in respect of a life which had expired 
before Vesting Date, and therefore it left you only £15m. 
or £16m. which could be financed out of the historic cost 
depreciation, plus the surplus on revenue account. 

5591. I think I see what you mean, but in point of fact 
you do appreciate, do you not, that we are not seeking 
to go back and recover by means of replacement reserve 
the difference between historic cost and replacement cost? 
— I appreciate that. 

5592. In other words, the £3'0m. is an annual figure ; 
it does not seek to go back and catch up the past?— 
Yes, I appreciate that. The only qualification I make is 
that you will, in effect, have caught up some of the cost, 
because you will have applied your replacement calculation 
to assets which have been purchased out of your historic 
depreciation fund; to that extent you have caught up 
with the cost. 

5593. But it does not seem a very live issue between 
us? — I do not think so. 

5594. However, I did think it right to mention it, 
because I am not sure that the position that we are con- 
tending for is accurately represented by your last example, 
Example No. 6 in your Exhibit WHL 6. You will recollect 
that ; it is the £1,000 bus example? — Yes. 

5595. I think I was incautious enough, when I ques- 
tioned you about that example, to say that it represented 
what we want to do?— I think it is. right, so far as buses 
are concerned. 

5596. It is right in principle, but the figures are not 
right? — I thought so, because your depreciation fund has 
nearly all been invested in fixed assets, and I think that 

Re-examined by 

5606. May I have a shot? — Please. 

5607. If at the end of the first year you ascertain what 
it will cost to replace the bus at the increased prices 
prevailing at the end of the first year, you would be 
paying the proper measure of depreciation on replacement 
cost? — Yes. 

5608. If you invest that sum which you are providing 
for depreciation on the replacement basis in another asset, 
and during the life of that asset continued to depreciate it 
on a replacement basis, will the effect be that at the end 
of the time you will have made up the backlog? — Pro- 
vided you do that every year ; that is the thing. 

5609. Of course. You were asked on Tuesday by 
Mr. Fay some questions based on Mr. Maudling’s speech 
in the House of Commons ; do you remember that? — Yes. 

5610. That was on page 293, Question 4510, going on to 
Question 4517? — Yes. 

5611. At Question 4510 Mr. Fay started the citation 
by saying that there was a very high degree of self- 
financing going on in the electricity industry? — Yes. 

5612. Then in that context he read an extract from 
Mr. Maudling’s speech, and I am taking the extract at 
Question 4517? — Yes . 



is important. In your opening statement you were saying 
that you had not made it good, but I think you have made 
it good by investing in depreciation fund and other fixed 
assets, and then applying your replacement cost calculation 
to the new assets. 

5597. Let us look at Example 6 for a moment ; it is 
on page 218 of the Ninth Day. Your Example 6 is 
intended to take into account the existence of a replace- 
ment reserve, and I think it says that in Year 10 the 
replacement reserve is £1,000? — Yes. 

5598. But if one starts off in Year 1 with current costs 

being £1,000, your replacement reserve could not have 
got up to another £1,000, on our basis, by Year 10? — It 
would have done if you had invested your depreciation 
in the first year in another diminutive bus, if you can 
imagine that. Then if you applied it to another bus 

5599. I am afraid this is much too complicated for 
me? — It is too complicated for me, but I have had it 
worked out, both by example and by mathematics, and 
it is strictly correct. 

5600. But we are asking to set aside in Year 2, for 
example, not only the £100 which is historic cost deprecia- 
tion, but something which is certainly not another £100, 
which represents the increase in price level in Year 2? — 
Yes, I agree. 

5601. And disregarding interest or investment at the 

moment, if inflation were taking a straight line course, 
by Year 10 we should only have got half replacement 
cost? — If you are leaving out of account investments 

5602. Yes, I am for the moment?— Then there is no 
difference betwen us on that basis ; it would be about 
£500. 

5603. This is the cash basis that you are so fond of; 
you are quite right in saying that it would be a little 

more than that ? — It would be a great deal more 

than that. 

5604. But if you are setting aside £50 one year and 
£75 the next year, whatever the progress is, you would be 
a very fortunate speculator, would you not, if you could 
double your investment in ten years? — If you could double 
it? This is very difficult, but supposing you started with 
ten buses and not one bus, so that each year you used 
your depreciation to buy a new bus and so that at the 
end of the tenth year you would have 20 buses, you would 
be applying your replacement cost depreciation not to ten, 
but to 20 buses. If you do that, you can believe me 
that it will work out that you have set aside your whole 
£ 1 , 000 . 

5605. You keep doubling your fleet?— Not necessarily ; 
you spend it on the electric motors, engines, or something 
like that — you spend it on fixed assets. 

(Mr. Fay) : Thank you, Mr. Lawson ; I am sure I would 
not understand this any more if I were to pursue it any 
further. 



Mr. MacKenna. 

5613. “The percentage of capital outlay which it” — 
that is the electricity industry— 11 has financed from internal 
savings has been rising. The average percentage over the 
last ten years has been 33 per cent, and the estimate over 
the next seven years is 46 per cent.”, and then Mr. 
Maudling draws attention to the Electricity Council’s 
figure of 48 per cent., and says that that is based on a 
certain difference in accountancy principles, and he says: 
11 That is a big increase in the total amount of internal 
financing and the proportion is now fairly high ”? — Yes. 

5614. I want your help in ascertaining from your 
exhibits — and I think it will be principally Exhibit WHL 2 
— the record of London Transport in the matter of self- 
financing, for the purpose of comparing that record with 
the two figures which Mr. Maudling mentioned, namely 
33 per cent, for the electricity industry in the last ten 
years and a hoped-for contribution of 46 per cent, or 
48 per cent, in the next seven years? — Yes. 

5615. If you take Exhibit WHL 2, do you find in line 13 
the amount of capital expenditure of London Transport 
during those ten years, 1948 to 1957? — Yes. 

5616. Is that £58-2m.? — Yes. 

5617. Does Exhibit WHL 2 show that London Trans- 
port has succeeded itself, by one means or another, in 
financing the whole of that expenditure? — Yes. 
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5613. Take first the contribution which normal revenue 
made to that £58-2m. as shown by your Table WHL 2 ; 
first of all, have you got the depreciation charge on the 
historic cost basis? — £32'8m. 

5619. That is Item 7, is it not, in Exhibit WHL 2, 
£32-8m.?— Yes. 

5620. Then is there a small addition to be made to that 
in respect of Item 9, Excess of Depreciation over Capital 
Expenditure on Electricity Assets? — Yes. 

5621. That is £07m.?— Yes. 

5622. Is there another small increase of £Llm„ Item 8, 

“ Scrap or Sale Proceeds on Rolling-stock Category Assets 
displaced ”? — Yes. 

5623. If you add £32-8m., £0-7m. and £Hm., you get a 
total of £34-6m.? — Yes. 

5624. You have to subtract from that, have you not, the 
net deficit? — Yes. 

5625. And I think the net deficit, before crediting the 
tax recovery, amounting to £l'0m., is £3-9m.? — Yes. 

5626. I am leaving the tax recovery point on one side, 
as not being normal revenue, if you are entitled to it at 

♦ all?— Yes. 

5627. That is £3-9m. to come off. Then there is, in 
line 14, “ Expenditure, less recoveries, on land and build- 
ings category assets displaced ”, which is £l-2m.? — Yes. 

5628. If you add the £l-2m. to the £3-9m. you get a 
total, do you not, of £5-lm.? — Yes. 

5629. If you subtract the £5rim. from the £34'6m., do 
you get a net contribution from normal revenue sources 
of £29-5m.? — Yes. 

5630. If you express that self-financing contribution of 
London Transport to its capital expenditure of £58-2m. — 
if you express that as a percentage — is £29-5m. 50-7 per 
cent, of the total of £58-2m.? — Yes. 

5631. Then on those figures it would seem to follow that 
out of normal revenue largely, London Transport has 
provided just 50 per cent, of its capital requirements 
during the last 10 years? — Yes. 

5632. That would leave the balance of the £58'2m.? — 
Yes ; that would be a balance of £28-7m. 

■5633. If you subtract £29-5m. from £58-2m., that would 
give you £28-7m. ; that is what you are saying? — Yes. 

5634. Towards that £28-7m. is there a possible contribu- 
tion, if you are right about the tax recovery point, of 
£l-0m.?— Yes. 

5635. Is there a contribution as well in respect of the 
surplus funds which have been utilised during that period? 
— Yes. As I explained this morning, those surplus funds 
were really the depreciation funds of the old London 
Passenger Transport Board ; it is quite normal to use 
them for this purpose. 

5636. Very well. Does Exhibit WHL 2 show that the 
surplus funds were reduced, over this period of ten years, 
from £40-2m. to £7'3m.? — Yes. 

5637. Would that be an expenditure of surplus funds of 

* £32-9m.?— Yes. 

5638. And you have to bear in mind, have you not, 
that you have charged to the abnormal maintenance 
account £5-8m. during the same period? — Yes. 

5639. That makes it necessary to subtract that £5- 8m. 
from the £32-9m. when you are enquiring what contribu- 
tion surplus funds can be deemed to have made to this 
expenditure of. £58-2m.? — Yes. 

5640. And subtracting that £5- 8m. from £32-9m. will 
give you £27-lm., will it not? — Yes. 

5641. And under the heading of “Capital”, is there a 
small contribution to be claimed from Item 10 of Exhibit 
WHL 2 ; that is the excess of displacements of surplus 
lands over capital expenditure thereon, £600,000? — Yes. 

5642. If you add together those three sums, the £l-0m. 
tax recovery, the £27Tm. surplus funds, after allowing 
for £5-8m. spent upon abnormal maintenance, and the 
£600,000, being Item 10, you get a total, do you not, of 
£28-7m.?— Yes. 

5643. And does that represent exactly the balance which 
was left out of the £58'2m. when you had accounted for 
the contribution to that sum of normal revenue? — Yes. 

87619 



5644. On those figures, taking off normal revenue con- 
tribution, or abnormal revenue contribution, and your 
capital contribution, does it appear that London Transport 
has self-financed to the extent of 100 per cent, its capital 
expenditure during the period of ten years? — Yes. 

5645. And do you think it relevant to make that com- 
parison when Mr. Fay puts to you Mr. Maudling’s figure 
for the electricity industry — apparently a very satisfactory 
figure — of a 33 per cent, contribution? — Yes. 

5646. I think you have this morning directed the Tri- 
bunal's attention to the self-financing which the electricity 
industry has done, according to the accounts, for the 
period ending March 1958? — Yes. 

5647. I think you have shown that after providing for 
depreciation on historic cost it has provided a further 
£1 6m. available for all other purposes including self- 
financing? — Yes, and replacement accounting, if you 
believe in it. 

5648. And for replacement accounting, if you think that 
is prudent. I think you have also drawn the Tribunal’s 
attention to the ratio between that figure of £16m. and 
the gross receipts of the electricity industry? — Yes. 

5649. And you said that it represents 3-5 per cent., or 
is it 3-4 per cent.? — I frankly do not know. 

5650. I have worked it out, and it seems to be 3-4 per 
cent.? — I will accept that. 

5651. You have also drawn attention to the ratio be- 
tween that figure of £16m. and the capital figure for the 
electricity industry, of some £l,500m.?— Yes ; it is almost 
exactly 1 per cent. 

5652. You have drawn attention, have you not, to the 
corresponding figures on Mr. James’s £5m., namely 6 per 
cent, or so on the revenue comparison, and 3 per cent, 
on the capital comparison, for London Transport. Have 
I got that right? — I do not think I have drawn attention 
to that, but I think it is approximately right. £5m. on 
£80m. receipts is 6| per cent., and if the capital is £150m., 

5 per cent, on that is about 3| per cent, on the capital. 

5653. So on Mr. James’s figures he is apparently asking 
London Transport to provide, taking the capital compari- 
son first, about three times what the electricity industry 
provides? — Yes. 

5654. And taking the revenue or receipts comparison, it 
is about twice as much? — That is right. 

5655. Do you think, having given what consideration 
you have to this case, that it is reasonable that London 
Transport should try to provide £5m. by way of reserves 
in addition to depreciation on historic cost? — No, I do not. 

5656. I come now to another point about which Mr. 
Fay has questioned you ; that was the point about the 
tax recovery. There is very little I want to ask you about 
this, but I think Mr. Winchester at page 215, Question 
3045, said that the money should be apportioned to the 
bus companies who had found the money out of pre- 
vesting date profits? — Yes, I remember that. 

5657. And he put that forward as an alternative view 
to your claim that it should be regarded as apportionable 
between the different parts of the Transport undertaking, 
whose losses were the statutory justification for the refund? 
—Yes. 

5658. In considering Mr. Winchester’s evidence on that 
point, do you think it in any way relevant to consider 
what the Transport Commission have in fact done with 
that money; whether they have given it back to the bus 
companies in their accounting, or whether they have 
retained it in the Transport Commission’s own pool? — 
I think it would be wrong in principle to give it back 
to the companies, and I am confirmed in that view by 
the fact that the Commission did not in fact give it back. 

5659. We have been told— I think you have noted it 
in your notes — that the Commission did eventually credit 
the £12m. to an account entitled “ Provision for Con- 
tingencies ”? — Yes. 

5660. I believe Mr. Winchester said it would be wrong 
— he said this as a second point — to regard that money 
as being revenue, even if you could apportion it as 
we were claiming to apportion it. You remember that he 
took the two points ; “ It ought not to go to us ; it ought 
to go to the bus companies. If it did come to us, it 

B 
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ought to be treated as capital in our accounts, and not 
revenue ”? — The answer is that the contingency account 
is a revenue reserve ; it would in fact be put to revenue. 

5661. Do you think rightly so or not? — I think rightly 
so ; it is an off-set against the loss. 

5662. Now I am turning to another point about which 
Mr. Fay questioned you: As I understood it, he was 
suggesting that there was inconsistency between your 
accepting the Commission’s act in charging £5-8m. to 
abnormal maintenance account, and your refusal to accept 
their act in charging revenue with the sum of £4Tm. 
as contributions to the abnormal maintenance account 
during the years 1948 to 1953? — Yes. 

5663. First on that point, in your view was it right 
to charge the £5’8m. expenditure to the abnormal main- 
tenance account? — Yes, but I have to modify it to this 
extent. I was under the impression that the whole of 
the £5- 8m. was in respect of deferred repairs which 
would probably be charged under that heading. Mr. Fay 
said this morning that some part of it is of a different 
character. 

5664. I limit my question to that part of it which is 
deferred expenditure on repairs? — To that extent it is 
right. 

5665. Why? — That is expenditure which would have 
been incurred in respeot of overhauls and so on due to 
be carried out ; they had to be deferred because of 
shortage of labour and that kind of thing, and it was 
quite customary at that time in all accounts to set aside 
provision for deferred matters of that nature. 

{Mr. Fay): I accepted that. 

5666. {Mr. MacKenna) : These points may be common 
ground ; I am taking them fairly quickly, so perhaps 
everyone will forgive us if I put something which it is 
unnecessary to put. If in 1944, during the war, there is 
a hole in the roof and you do not mend it, but set 
aside a sum for mending it at a future date, and you 
mend it in 1950, do you consider it right to charge the 
cost of that repair to the sum which is set aside in 
1944? — That is right. 

5667. Do you think there is any true comparison 
between that operation which I have described, setting 
aside that fund to mend an existing hole in the roof, 
and the operation of putting aside a sum of money in 
respect of an overhaul which was not required in the 
year when the money was set aside and which was not 
in fact carried out in that year? — They are quite different 
transactions. 

5668. Do you think there is any inconsistency in your 
objecting to the debiting of those sums to revenue in 
respect of an overhaul which is not presently required 
and your claiming credit against the abnormal mainten- 
ance fund in respect of a deferred repair? — No, there is 
no inconsistency. 

5669. If you are trying to arrive at the true figure for 
London Transport’s defioit — its accumulated deficit — do 
you think it reasonable to deal with maintenance on a 
cash basis? — I think so, yes. 

5670. Do you think it more or less reasonable to deal 
with it on a cash basis than on a basis of charging to 
revenue these sums which you find set out in Items 5 
and 6 of WHL 1? — I think it is preferable to do it on 
a cash basis. 

5671. Now I come to another matter ; that is the specific 
approach compared with the global approach. In that 
connection I want you to look, if you have it, at the 
British Transport Commission’s Report and Accounts for 
1948. I am sorry, Sir ; we have not given you notice of 
this, but you may have it amongst your papers. 

( President ) : Yes, we have one copy here, 

{Mr. MacKenna) : Perhaps I may read paragraph 63 : 

“ All businesses carried on by the Commission are to form 
one undertaking and the Commission have had carefully 
to consider the implications of this statutory direction 
upon the form of their accounts, upon their financial 
organisation and upon their policy. It is the operations of 
the Commission and the Executives as a whole which must 
be brought into balance, taking one year with another ”. 
I think a little further on— I do not know whether you 
could put your finger upon it — there is a passage which 



speaks about various forms of transport which will show 
unequal degrees of profitability 

{Mr. Fay) : It is in the next paragraph, 

{Mr. MacKenna) : I am much obliged : “ In any nation- 
wide transport undertaking covering the various forms of 
transport, different services and different methods of 
transport will show unequal degrees of profitability and 
will be unable to contribute at a uniform rate to over- 
head charges ”. {To the Witness) : Do you think it 
relevant to contrast with what I have just read there, what. 
Mr. Fay said — no doubt expressing the present view of the 
Transport Commission — at page 3 of Day 1, column 2: 
“ I do not lose sight of the fact that those provisions apply 
to the Commission as a whole, and, so far as the law is 
concerned, it would, I suppose, be well within the powers 
of the Act if a prosperous activity were called upon to 
subsidise permanently an activity which was less 
prosperous, and called upon so to subsidise it with a view 
to keeping down the revenues of that other activity. In 
law that would be possible ; but in all fairness and in com- 
mercial practice — and, after all, this is a commercial 
undertaking — that would, in my submission, be quite 
wrong as a permanent policy ”. 

{Mr. Fay) : Would you read on? 

{Mr. MacKenna) : Apparently I have stopped too soon ; 
there is something coming which may change the sense 
a little : “ If it happens from year to year casually because 
one activity is doing well and another is not, well and 
good ; but as a permanent policy, in my submission, from 
a commercial and equity standpoint, the policy ought to be 
that each activity, so far, at any rate, as this Scheme is 
concerned, ought to pay its own way ”. 

{Mr. Fay) : Yes ; it is the limitation of the activities 
concerned in this Scheme that I wanted to bring out. 

5672. {Mr. MacKenna) {To the Witness): If you are 
seeking to measure in what proportion the different parts 
of an undertaking can afford to contribute to Central 
Charges according to whether they are more or less 
profitable, is the exercise then one of skill and judgment ; 
and is the global approach inevitable if you are not trying 
to make each part of the undertaking pay its own way, but 
are trying to ascertain what contribution each part can 
afford to make Central Charges? Would the operation 
then become one of skill and judgment, as they say, 
with the global approach inevitable? — I am not sure about 
skill and judgment ; it would be a sort of grab, would it 
not? 

5673. Well — I am using the other expression, “ skill 
and judgment ”. If, on the other hand, you disregard the 
different degrees of profitability and treat each part of 
the undertaking on an equal footing, is it then necessary to 
use the global approach, or can you make the specific 
approach? — I could much more easily make the specific 
approach. 

5674. And what is the more desirable if you approach 
it in that way? — Clearly the most desirable is the more 
accurate, and in my opinion the specific approach must be 
more accurate. 

5675. You have said a moment ago something about 
the skill and judgment approach. Is there in your view 
any reasonably satisfactory test which can be applied to 
a figure arrived at in that way ; that is to say, by skill and 
judgment? — I do not think there is. 

5676. Four tests have been proposed: Ratio of asset 
values, working receipts, working expenses and staff ; 
you remember that? — Yes. 

5677. Which of those four do you consider to be the 
least objectionable? — -I think they are all objectionable, 
but I think the fixed assets is probably less objectionable 
than the others. 

5678. When you say that is open to objection — even that 
test — what have you in mind? — The assets are all valued 
on different bases. Some of the assets in London 
Transport are on the basis of a 1933 valuation ; others 
are valued in different ways. If you take them throughout 
the Commission, you will find a whole lot of different 
value bases. 

5679. But there are at least three ; some are valued at 
historic cost ; others on a pre-Vesting Date re-valuation, 
as in the case of 1933, London Transport ; and others are 
valued at Vesting Date? — Yes. 
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5680. Is that a circumstance which in your view deprives 
this test of any scientific value? — It certainly deprives it 
of a lot of its accuracy. 

5681. Is the matter of the treatment of the maintenance 
equalisation account, if you follow this test of the ratio of 
the fixed assets, in any way relevant in considering 
whether the result is scientific or not? — I suppose it would 
be, but you have to apply your mind as to whether you 
take that off or not. 

5682. Do you find that an easy one to answer? — No, 
I do not. 

5683. In your view is the specific approach a prac- 
tical test or approach in this case? — Perfectly simple. 

5684. ( President ): You mean, your specific approach, 
Mr. Lawson? — Yes, Sir. 

(Mr. MacKenna ): I should have qualified it in that 
way. 

(. President ) : There are two so far ; if we go back 
further, there are more than two, but there are two now 
before us. 

( The Witness ) : I am speaking about mine. 

5685. (Mr. MacKenna ): You understand that when I 
am questioning you about the specific approach, it is your 
own method I am talking about? — Yes. 

5686. The Central Charges, as I think we have been 
shown, consist really of two elements, Central Adminis- 
tration Expenses and Charges for the service of capital ; 
that is putting it broadly? — Yes. 

5687. Would you agree as to the first of those, that you 
have got to make a rough and ready apportionment? — 
Yes. 

5688. Is the amount in question there a very small one? 
— It is a very small item. 

5689. And as far as you know, as we have heard from 
Mr. James, there is really no objection to your method 
of taking one-tenth and attributing that to London Trans- 
port? — No, I do not think he challenged that. 

( President ) : It is very cheap in respect of one item ; 
it attributes to London Transport only about £1,000 
towards the expenses of this Tribunal. Considering the 
amount of time we give to it, it is very cheap indeed. 

5690. (Mr. MacKenna ) : Indeed it is, Sir ; we have to 
bear in mind that Mr. Lawson’s figures are only accurate 
to the nearest £100,000! (To the Witness ): The serving 
of capital is really the big item, is it not? — Yes. 

5691. Would one question be, when you are considering 
how to apportion the expenditure on servicing capital: 
How much stock had to be issued in respect of assets 
transferred to London Transport? — They are not trans- 
ferred to London Transport. 

5692. I am sorry ; it is transferred to the Transport 
Commission in respect of London? — Yes. 

5693. Would the second question be: How much, if 
any, stock had to be issued in respect of capital expendi- 
ture on London since transfer? — Yes. 

5694. Would the third question be: How much interest 
has to be paid in respect of transferred loans? — Yes. 

5695. And would the fourth question be: How much 
has to be paid to provide for the redemption of the stock 
in question? — -Yes. 

5696. Taking the first of those questions: How much 
stock had to be issued in respect of assets transferred? 
— apart from the matter of whether you ought to take the 
transferred lines as being £10.m. or £12m., is there any 
difficulty whatever in ascertaining what stock was issued 
in respect of London assets? — None. 

5697. I think in respect of the transferred lines, of the 
two figures that have been suggested, you have taken 
the lower figure of £10m. as spoken to by Sir Reginald 
Wilson on an earlier occasion? — Yes. 

5698. That is the first of the four questions. The 
second question was: How much stock has had to be 
issued in respect of capital expenditure since transfer? 
If your calculations in WHL 2 are right, what is the 
answer to that question? — The answer to that is None, 
unless you look at it the other way round and deduct 
the surplus funds and the surplus lands from the amount 



of stock issued. In that case you get a smaller figure 
of stock issued and interest on it, and you would have to 
allow for interest on the £28m. which we were speaking 
about just now ; it is a different approach. 

5699. Supposing that had to be done, would there be 
any difficulty in ascertaining at what rate of interest you 
should take the stock to have been issued, which is 
notionally required for London’s needs? — No. You would 
have to take an average rate of interest, of course. If 
the Commission had been spending money partly on 
London and partly on other Regions, and they had raised 
money, they may have raised it at different rates of 
interest, and you would have to go through an averaging 
process to find the equitable rate of interest ; but it could 
easily be done, and the differences, I imagine, would be 
very small. 

5700. If in this Balance Sheet which is to be prepared 
by the Commission during the next few years note has 
to be taken of capital expenditure for the benefit of 
London Transport, do you think there will be any difficulty 
in ascertaining what will be the fair rate of interest to 
take that stock as carrying? — None whatever. 

5701. The third question is: How much interest has 
to be paid in respect of transferred lines? Is there any 
difficulty about answering that question? — No ; I think I 
have adjusted for that one. 

5702. In other words, up to the end of 1953 you take 
the rate of interest on the old Electricity Finance Corpora- 
tion loan ; from 1954 onwards you take the rate of interest 
on the stock which had to be issued by the British Trans- 
port Commission to provide the funds needed to redeem 
that loan? — Yes. 

5703. ( President ): It is 1955 onwards, is it not? — I think 
so. 

5704. (Mr. MacKenna ): Yes; I think your answer is 
that there is no difficulty in answering that question? — 
None whatever. 

5705. And the last question is : The sums which would 
be required to provide for the redemption of the stock 
attributable to London Transport ; is there any difficulty 
about that? — No difficulty at all. 

5706. If we are to enquire, as the Transport Commission 
invite us to enquire, as to whether there is a deficit on 
London Transport, does that enquiry implicitly require 
a specific approach of a sort to be made? — I think it 
does. I do not think you can arrive at a figure of deficit 
in any other way. 

5707. If you have to prepare a London Transport 
Balance Sheet in the future, will that carry with it the 
specific approach? — That is the specific approach ; as I 
have said in my evidence if that had been done at the 
beginning, all these figures would have been available in 
the books. 

5708. If you do not make the specific approach, but 
the approach by way of skill and judgment, in your view 
is there any risk of your overlooking such matters as the 
contribution made by the London Passenger Transport 
Board’s funds to the financiers of the British Transport 
Commission ? — Yes. 

5709. Mr. Fay was suggesting to you this morning that 
because the rate of interest on Transport Commission 
stock was lower than the rate of interest on the old 
London Passenger Transport Board stock, that was a 
reason for not giving London any credit for interest in 
respect of the use of its surplus funds by the Commission ; 
do you follow the logic of that? — I cannot follow the logic 
of what he was suggesting. 

(Mr. Fay) : I did not suggest that. 

(Mr. MacKenna) : Did you understand Mr. Fay’s ques- 
tions in any other way ; if so, will you tell us what you 
understood? 

(Mr. Fay) : I am quarrelling with my learned friend’s 
use of the word “ its ”. That is the whole question 
between us : Were they “ its ” funds? 

(Mr. MacKenna): I am sorry. If the question is: 

“ How much ought the fares to be in order that London 
should pay its way? ” — if that is the question — do you 
think it possible to avoid an Inquiry into the rate of 
interest which London should get credit for in respect 
of surplus funds transferred from the old London 
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Passenger Transport Board, and created in the way you 
have described this morning?— It would be absolutely 
monstrous if you debited London with the interest on the 
stock issued in respect of the London Passenger Transport 
Board, and -took no account whatever of the large cash 
assets of the Board. You must either take the cash into 
account in the way I have done it, or offset it against 
the loan stock. 

5710. Either way would require equity? — Yes. _ I have 
taken the same rate of interest, 3 per cent., so it would 
make no difference. 

5711. Either you could reduce the amount of stock 
which you say has to be issued for London assets by the 
funds now to be treated as belonging to some other 
enltity, or you could create the branch, London, with the 
interest properly payable on its funds being used by the 
Commission as a whole? — That is right. 

5712. And if you are enquiring as to whether London 
has paid its way or not, do you think it possible to arrive 
at the right result without adjusting in one or other o>f 
those two ways? — Yes, that is right. 

5713. There was a difficult matter with which you were 

dealing this morning, and I think you dealt with it to 
some extent on Tuesday. I think I can bring it to your 
notice best by looking at Page 289 of the Thirteenth Day, 
Question 4406. At Question 4406, you were asked ^ “ It 
comes out in the wash, does it not? and you said: No, 

it does not, in my view. I cannot accept that it comes 
out in the wash Do you remember that subject? — 
Yes. I think I must say that when I gave the answers 
which I did give at that point, I bad in mind continuing 
inflation and I had overlooked, temporarily, at that point, 
the fact that I had assumed in WHL 6 that inflation stops 
at the end of the tenth year, and you get a period of 
stability. 

5714. Assume there will be stability at the end of the 
p er i 10C l? — Yes, if you make that assumption, what has 
happened is that you have increased your fares earlier 
than in the period of ten years, to build up a replacement 
reserve, and that replacement reserve will take the place 
of borrowing, which you would otherwise have to make 
on replacing the asset and in considering the replacement 
reserve as against the historical cost. One has to bear in 
mind that you would have to pay from that date onwards 
5 per cent, interest on an amount equivalent to the 
replacement reserve. 

5715. Let us see if I have followed that. On the replace- 
ment cost method, the public are required to provide, 
during the first ten years, a sum of £1,000 spread over 
the period? — Yes, but it does not matter whether you 
call it £1,000 or £500, to avoid the complications. 

5716. I am going to stick to the £1,000; that is the 
figure which is used in your illustrations. On that method 
the public, in the first ten years, are required to provide 
that £1,000? — Yes. 

5717. According to the other method, the public will 
have to provide interest on a borrowing of £1,000 at the 
beginning of year 11? — Yes, 

5718. And I think you said this morning that the public 
who should provide the replacement £1,000 in the first 
lan years will eventually be restored to equality with the 
members of the public who pay on historic cost, but it 
will take some 20 years to do it? — It is at 5 per cent, 
on the account they have to pay ; it takes exactly twenty 
years to get square. That is the calculation, and it is 
providing there is no more inflation. 

5719. On that way of looking at it the member of the 

public who is required here and now to provide that 
£1,000 must wait for some twenty years before he is 
financially as well off as the member of the public who 

provides the historic cost depreciation ; he suffers the 

interest charge from the eleventh year onwards? — That is 
it exactly. 

5720. When you are considering the interest of the 

public in this matter, do you think it relevant to point 
that out ; do you think it relevant to point that it takes 
that very long period of time before equality is reached? 
— Yes. I could noit understand Mr. Fay’s suggestion that 
it was in the interest of the travelling public to pay this 

sum now rather than to borrow later, and I still do not 

understand it. As a member of the travelling public I 
would far rather pay my 5 per cent, interest in a few 



years’ time when the assets have to be replaced than 
provide these large sums now with a possibility of 
recovering them over more than 20 years. 

5721. You have drawn attention once or twice in your 
evidence to the possibility that when the new asset is 
bought it will, by reason of technological improvements 
be a better asset, though costing more at the inflated prices 
than the original asset?— Yes. 

5722. Mr. Fay asked you a question about that at 
Question 4423 ; that is Day Thirteen, Page 290. He 
said : “ It is not beyond the wit of accountants, is it, to 
separate the pure replacement value of the new improved 
asset from its developed value or improvement value? ” 
and you said : “ It is very difficult”. Do you remember 
that subject? — Yes. 

5723 .. If. you are trying to ascertain — to divide in two, 
as it were — the value of an asset which you are about to 
buy tomorrow, is it easier to calculate what the division 
would be than if you are trying to make some estimate 
of that kind 20 years before you begin to replace?— Yes. 

I would say in the first place that where you are going 
to replace tomorrow, I should still say that it is difficult, 
but it can be done ; but if you are trying to do it in respect 
of an asset that you will replace in 20 years’ time, it is 
impossible. 

5724. Do you yourself know of any undertakings who 

do provide full replacement cost depreciation ; have you 
come across any 

5725. ( President ) : “ Full ” in what sense? — I think, yes ; 
it depends upon what sense you mean, but I think yes. 

5726. (Mr. MacKenna ) : Would you draw a distinction 

in relation to the word “full” ?— You mean back- 

log? 

5727. Yes? — I do not think anybody specifically, pro- 
vides for back-log, but they do it indirectly. They do it 
in the way I had so much difficulty in trying to explain 
this morning. I think it correct to say that some concerns 
do provide for full replacement. 

5728. I follow that. On the previous page, Page 289, 
you were asked some questions by Mr. Fay about what 
he called, I think, a certain jump, on your method, in the 
charges made to the public? — Yes ; I am not sure that I 
quite understood him there. 

5729. He was taking the example which we find dis- 
cussed in Exhibit WHL 6, of the undertaking which has 
one bus, and he was pointing out that when Year 11 came 
and the whole fleet of one bus had to be replaced, the 
jump would be considerable? — Yes. 

5730. And I think you went on to say that that would 
be so in the case .of an undertaking of one bus, but that 
it would not be the normal case ; do you remember the 
point? — Yes, I remember. 

5731. And I think it was suggested by the learned 
President that you should prepare some other table if 
you wished to meet the point that an undertaking with 
several buses would not suffer a sudden jump as would 
an undertaking with one bus ; do you remember the 
point? — Yes. 

5732. Without troubling the Tribunal with further tables, 
would you like to explain shortly why in practice, you 
would not have this sudden jump in the case of the 
ordinary undertaking with more than one bus? — I think 
in the ordinary undertaking, or even in this undertaking, 
although here there was a rather exceptional time in the 
early period after vesting date when nearly all the buses 
were replaced in a very short interval, I imagine that 
any future replacement will have to be staggered to some 
extent over the years, on financial grounds if on no other 
ground ; and it is extremely unusual in any large under- 
taking — or indeed any small undertaking ; in any type of 
concern — to get that sudden pattern ; it is nearly always 
a somewhat gradual process. 

5733. Mr. Fay pointed out that in the case of this 
undertaking, the Transport Commission’s London under- 
taking, there has been a great deal of expenditure on 
buses. I think it was, squeezed into a very short space 
of time, no doubt because of the difficulty in getting buses 
during the war-time and afterwards?— What happened in 
the past is not relevant to my argument, it is what is going 
to happen in the future. 



MINUTES OF EVIDENCE 



343 



19 February, 1959] 



Mr, William Halford Lawson 



[< Continued 



5734. You were asked some questions this morning 
about the contribution which, on your method, would be 
required to Central Charges in 1959? Yes. 

5735. In that connection, I want you to look at your 
notes to WHL 4, at the top of the second page, and in 
order to understand what you say there I think one ought 
to have before one WHL 4? — Yes. 

5736. You say there that the amount corresponding to 
Mr. James’ claim to £6m. as the London contribution, 
arrived at from your exhibit, is £5-5m. for each year. 

Yes. 

5737. Then do you show the calculation underneath? 1 
will take 1959 for simplicity’s sake: first item 11 “sub- 
total of charges, £6Tm.”. Does that come from line 11 
on WHL 4? — It is a progression from that, Yes. 

5738. Does it not come from there? — Yes, I am sorry, 
it is from there. 

5739. I am not sure whether it ought not to be line 
10? — Yes, I think it is line 10. 

5740. That would be the addition of the sums that one 
sees above that, after making the deductions provided for 
in lines 6 to 9? — If is the total of financial and adminis- 
trative charges. 

5741. That is the £6Tm. Then you subtract from that, 
according to your method, £300,000 for net receipts from 
surplus lands, item 2 on WHL 4? — Yes. 

5742. Then do you subtract a further £100,000 for re- 
demption fund investments? — Yes. 

5743. That is item 3 on WHL 4? — Yes. 

5744. Then is the last adjustment that you make as to 
interest from surplus funds, which is described here as 
item 15 but which is really item 12 on WHL 4?— Yes. 

5745 After making those adjustments, you bring out a 
figure of £5- 5m. as the contribution to Central Charges' 
— That is right. 

5746. I think you have explained already, in answer to 
Mr. Fay, that if the surplus funds are to be reduced 
bv £4m., then the figure which has got to be provided 
will go up by another £100,000? — Yes. 

5747. It would not be £5-5m., but £5-6m.? Yes. 

5748. Two points of view have been put about surplus 
lands. One point of view is that because the surplus 
lands, by definition, are not being worked for the interests 
of the travelling public you leave them upon one side. 
—Yes. 

5749. I think you say if you accept that method then 
you must make some reduction in respect of the interest 
charge charged against London for transport stock?— That 
is right. 

5750. You have indicated a strong view that in com- 
puting what that sum should be it would be wrong to 
take the book values of the lands, enquiry ought to b 
made as to their actual values at the transfer date. 
Yes. 

5751. But I think you have also indicated your view that 
the right way in which surplus lands should be handled is 
bv taking the actual revenue which has accrued to the 
Transport Commission from the London surplus lands 
and bringing that into the credit on revenue, as you have 
done in WHL 1 ? — Yes. 

5752. Is there anything else you want to to say upon this 
matter of surplus lands? — No. 

5753 Mr. Fay put to you this morning the passage 
from Sir Oliver Franks’ speech to the shareholders of 
his Bank If there has to be borrowing from the money 
market in order to finance the purchase of the replace- 
ment assets at higher prices because of inflation, is the 
real indebtedness of London Transport to the money 
market increased thereby?— No lhe real weight of 

indebtedness has been reduced by inflation, and if you 
borrow it merely for the purpose of replacement, as 1 
Sve Thown in my examples, the weight of indebtedness 
would remain the same as it was at Vesting Date. 

5754. ( President ): Mr. Lawson, I want to put to you 
some questions about two comparatively minor matters 
arising on your first Exhibit, WHL 1. You will have seen 
Mr. Hill’s calculations, no doubt? — I have not, frankly, 
studied them. 
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5755. Will you take it from me that as a debit to 
London in the first three years, according to his tables, 
there is a charge in respect of the Freight Rebates Account? 

■ — Yes. 

5756. Which he put at £0Tm. in each of those three 
years? — Yes. I know nothing about that ; I have not 
applied my mind to that at all. 

5757. There was a lot about it in the 1948 Report?— 

I knew nothing about it. If there is an adjustment 1 
would accept that it has to be made. 

5758. We seem to be being forced into a position in 
which we may have to say how much we think the 
accumulated deficit is. If we accept that view expressed 
in Mr. Hill’s table, one has to add another £0-3m. to 
your calculation? — Yes. I can only say I know nothing 
about it and I have not applied my mind to it at all. 

5759. The other point is this: Assuming that we accept 
Mr. James’ figure of £12m. rather than Sir Reginald 
Wilson’s figure of £10m. for the Railway assets transferred, 
that carried through ten years would amount to another 
£600,000, would it not?— Yes, but I am not quite sure 
about the effect of my roundings off. I have rounded all 
these figures off to the nearest hundred, and it may be 
that in some years that would be a nil figure because of 
some other adjustment I have made to the nearest hundred. 

I have not done the arithmetic to that degree of precision. 

5760. I am assuming that on your table as it stands the 
roundings will cancel themselves out? — They might not 
cancel themselves out if you say it is £0-6m., you see. 

I might have rounded up, shall I say, from £0-55m. in one 
year and called it £lm. ; but if you add £0-6m. it is still 
only £lm., if you see what I mean. Without going over 
the figures in detail I could not necessarily say there would 
be a difference of £0'6m. in each year. 

5761 You are opening up a very dreary arithmetical 
prospect to me. I was assuming that we could hike your 
table as it stands as cancelling out all the ups and downs . 

If it would help, I would be quite willing to suggest that 
Mr. James and I should get together and see if we could 
agree what those precise figures are, because Mr. James 
was equally as reluctant as I was to do more than give 
it to the nearest hundred. I daresay we could get together, 
if it would help, and see the result of your £0-6m. 
suggestion. 

5762. Assuming on the table as it stands the roundings 
up and down do cancel one another out, it we had an 
interest charge for each of those ten years of £10m. 

3 per cent, it will add £6m. at the end. Yes. 

5763 I know nothing about income tax. Would you 
tell me when it was that a parent company was first 
allowed to group its profit and loss accounts with a 
subridiary ? —I should have thought that was only very 
recently. Even now they are not allowed to group. You 
have to make a covenant between the companies and you 
cannot, even today, officially group them. I am not a 
great expert in tax matters either, but I am quite sure 
you cannot group them today, you can make a subvention 
payment. 

5764 At any rate, it is quite clear, is it not, that if one 
is to regard the London Transport Executive as a sub- 
sidiary — — ?— I am not saying that, Sir 



5765 But if one were to regard it as a subsidiary, it 
would have been liable for tax in its first three years?- 
That is quite true, Sir, and they would have recovered it. 

5766 The Commission would have recovered it, you 
mean?— No. You are pre-supposing a subsidiary company, 
are you not? 

5767 Yes I am. If they are to be regarded as a sub- 
sidiary 'company, they would have been charged with tax 
in each of the first three years?— Yes, I accept that. 

5768 And if we were to think that this identification 
of London Transport Executive with the London Passenger 
Transport Board— albeit under a different name-were the 
right approach, we ought to treat it as a subsidiary 
company^ ought we not?— I would not have thought so 

1 should have thought you would treat it as a branch 
I should have thought, if I may say so, there would be 
great disadvantage to the British Transport Commission 
fn treating it as a subsidiary, because if London made 
profits, as^ it did in earlier years, they would want to set 
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off those profits against the losses of the Commission. 
So I cannot think it would be a sound thing to make it 
a subsidiary , you would make it a branch. 

5769. Now I turn to another topic which has really 
puzzled me, still on your WHL 1. Will you make an 
extravagant assumption and assume that at the beginning 
of 1957 the London Transport Executive decided to 
abandon the working of about, shall we say, a quarter of 
their system, and will you assume, secondly, that that 
abandoned quarter had been meeting its full working 
expenses, but doing no more? — Yes. 

5770. That having happened, if we were having an 
Inquiry as to how much the users of the truncated section 
ought to find in the way of fares, your table would stand, 
from line 3 onwards, exactly as it stands today, would it 
not?— I think so, yes. 

5771. And the Mr. Fay of the day would have to say to 
these passengers on the truncated services : “ It is quite 
true that we have stopped giving you a quarter of the 
service, but you must continue to pay exactly the same 
amount, whether as a contribution or anything else, as 
if you were getting the whole 100 per cent, of the service ”? 
— I think, if I may take your example, that it is not 
really practical to assume the closing down of a quarter 
of the system unless that part of the system were operat- 
ing at a loss and, therefore, the passengers of the day 
would be relieved of the operating loss. 

5772. That is why I said it was an extravagant assump- 
tion, but I am testing it by a hypothesis. Of course, one 
does know that some bits of the system are closed down? 

Yes, and I think it follows from my specific approach 
that you have to go on bearing the full overheads. 

5773.. For ever? — I think for ever ; but you will, I hope, 
economise by closing down. 

0 President ): May I correct one thing I said. When 1 
said that I agreed that the statement in paragraph 13 
of the Memorandum as to the attribution of the income 
from surplus lands was wrong to the extent that if one 
knocked out the income as an attribution to London one 
would also have to make a reduction in capital charges, 

I was expressing my own individual view. 

(Mr. MacKenna ): I have no other witnesses, Sir. 

(Mr. Telling): l would be very grateful if you could 
indicate whether you would be likely to hear my sub- 
mission this afternoon. Sir? I shall not be more than 
twenty minutes at the outside. 

(President) : I think Mr. Grant can answer that question 
better than I can. 

(Mr. Grant) : That would only give me ten minutes. 
Sir. 

(President): I am not going to have anyone cut down. 
How long were you anticipating you would be? 

(Mr. Grant): I should think about half-an-hour, Sir. 
If it would help my friend, I am prepared to stand down 
so that he can make his submission tonight. I have 
to be here tomorrow in any case, so I do not mind at all. 

(President): We will not do anything which puts 
pressure on people to shorten their speeches ; we are 
capable of doing that for ourselves if we think they 
are not being of assistance to us. If it really is of no 
importance to you whatever to give way, we will hear 
Mr. Telling next because there are two other persons here 
who want to address us for a few minutes. 

(Mr. T elling) : I am most grateful. 

(Sir Milner Holland) : Before my friend’s speech begins, 
there is one tiny matter to clear up. Your probably 
remember I asked Mr. Hill yesterday to make a calcula- 
tion of what the British Railways’ contribution to Central 
Charges would be on his basis, and we got two answers. 

It is my fault for having asked him, because he tells me 
he was dealing with it with one eye on Mr. Fay, one eye on 
his papers, one eye directed to me and one eye directed 
to you. Sir, and so he got his two answers. He has now 
got a third answer which he has had an opportunity of 
considering with complete care. The denonimator to the 
major fraction is only 100,000 wrong 

(President) : Can it be put on paper? 

(Sir Milner Holland): What I was going to suggest 
was that I put it in. The final result is £45- 2m. 



(President): I think that will be SWH 7. 

(Mr. Telling): May it please you. Sir ; on behalf of the 
London Passengers’ Association I am, of course, con- 
cerned with that part of the Application which relates 
to London Transport Executive and their charging powers. 

In my submission, the application is, in effect, one to 
raise fares. It has been described on behalf of the 
Executive as a headroom Scheme, but I think Mr. Harbour 
made it quite plain that the full charging powers provided 
for by the Scheme, if approved, would be used sooner or 
later ; that they are not asking for the kind of flexibility 
that British Railways are asking for in connection with 
their application for headroom. This Scheme, therefore, 
is, in effect, an application for raising fares ultimately to 
the maximum permitted by the Scheme, if approved. 

I think it is also clear that the purpose of this applica- 
tion for this increase in fares which the Executive seek 
is mainly to provide for two items, namely replacement 
reserve and general reserve. I think that is quite clear 
from the whole sense of the Commission’s evidence on 
behalf of London Transport. Those are, of course, the two t 

major items, there being other small items in the calcula- 
tion such as the increase in Central Charges. It is, no 
doubt, commercially prudent and desirable, in certain 
circumstances, for a commercial undertaking, whether £ 

under the aegis of a Nationalised Corporation or a private 
enterprise commercial undertaking, to set aside over the 
years something for replacement reserve and general 
reserve, and my clients would not wish to deny that they 
are proper objectives for the London Transport Executive 
to seek. Of course, as my friend Mr. Fay reminded us in 
opening, there is a certain statutory duty upon the Com- 
mission to charge fares which over the years will pro- 
vide enough for replacement reserve and general reserve 
as well as for operating costs and Central Charges. 

(President) : I do not think Mr. Fay said it was a 
statutory duty on the Commission specifically to charge 
fares high enough to provide a replacement reserve. 

(Mr. Telling): I shall be happy to think I have mis- 
understood Mr. Fay in that respect. I think the reference 
is to section 93 of the 1947 Act : “ The Commission shall 
charge to revenue in every year all charges which are 
proper to be made to revenue including in particular, 
proper allocations to general reserve, proper provision for 
depreciation or renewal of assets and proper provision for 
redemption of capital ...” 

(President): What I was saying was that I felt certain 
Mr. Fay had not said the Commission was charged by 
statute with the duty of providing a replacement reserve. 

(Mr. Telling): I am much obliged, Sir. But the effect 
of my submission is that whatever the precise nature of 
the obligation upon the Transport Commission may be, it 
must be read subject to the dictates of commercial com- 
monsense, and it is no good raising fares to provide for 
these objectives if the result will be, or is likely to be, to 
drive the Commission still further into the red. 

In my submission, the question to be asked is whether * 

the increases sought by the Commission will produce 
anything significant towards those objectives, or whether 
the result may not be to drive the Commission still further 
into the red. It is true, of course, that to some extent * 

within the London Area the London Transport Executive 
has a monopoly, but it is a monopoly only of public 
transport services and there is the competition, very 
severe competition, of private transport in the shape of 
cars and other types of vehicle such as minimotors, and 
so on. Both Sir Reginald and Mr. Harbour expressed 
very grave concern about the effect of this competition. 

When I put it to Mr. Harbour (at Question 2388) that 
he was severely concerned about the competition of the 
private car and similar forms of transport, he said “ Of 
course ”. It is my submission and the case for the 
London Passengers’ Association that the effect of these 
increases would be to result in a very serious loss of 
goodwill on the part of the public and would drive many 
more members of the travelling public into using private 
cars, if they have them already, for their daily journey to 
work, or, alternatively, it would encourage them to buy 
a private car which they had been thinking about buy- 
ing but which they had not decided to buy yet. 

Of course, I appreciate that Mr. Harbour has made 
some provision, in the shape of discounts, for losses of 
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traffic on the ground of increased fares, but I would 
submit that his discounts are not sufficient ; that past 
^experience of fares’ increases is not now a sufficient guide, 
and that this application for a fares’ increase takes place 
against an entirely different background, namely, that of 
the substantial cuts in services imposed last year by 
'London Transport for reasons of economy. Last year 
London Transport — and it is continuing this year — 
decided upon very substantial cuts in their services, and 
that has obviously resulted in some economy in operating 
costs to them ; but, having chosen quite properly to 
economise and to save expenditure in that fashion, they 
cannot now, in my submission, hope successfully to keep 
their accounts in balance by increasing fares. 

In that connection I would like to refer you to some- 
thing which Sir Reginald Wilson said in reply to my 
learned friend Mr. Rippon. It is Question 1271 on the 
Sixth Day. Mr. Rippon put to Sir Reginald : “ Do you 
feel that the loss of public good will that must inevitably 
result from applying fare increases in that scale can 
possibly be justified?” and Sir Reginald replied: “That 
was a point on which Mr. Milner Holland touched yester- 
day, but he did not ask me the question, and you have 
now asked it. The loss of public good will from raising 
fares is far less in this country than the loss of public 
.‘good, will you experience when you are working at a 
•deficit. If you have courage, if you do the right thing 
at the right point of time, people may not like it, but 
if you do it properly and do it well they will afterwards 
accept it and you will have earned their respect ; but 
if you trail off in miserable deficits year after year— which 
is what London Transport have been forced to do — you 
cannot expect the respect of the public in this country ”. 

I wonder if it is really true and if Sir Reginald 
sis right in thinking that the Transport Commission will 
Igain more respect, more good will, from the country by 
Raising fares than by running at a deficit? The fact is 
that in relation to British Railways Parliament has thought 
fit to give some temporary relief to the finances of British 
Railways ; they have thought fit to finance the Railways’ 
deficit for the time being rather than to force the Railways 
to apply for fares increases which would have resulted 
;in a further loss of good will. I am not, of course, 
submitting .that Parliament should now step in and 
finance the deficits of London Transport. What I am 
saying is that the fact that Parliament has seen fit to 
finance deficits in relation to British Railways rather than 
to encourage the Railways to seek increased fares suggests 
that Sir Reginald’s judgment in this respect is wrong 
and that he is not right in thinking that the public would 
prefer fares increases to deficits. 

( President ): For ever? 

(Mr. Telling ): Well, for the time being. 

(. President ) : I should have thought the public would 
relish much larger deficits, would they not? Speaking as 
a mere traveller on the Railway, I would be delighted 
to be told that London’s Underground was going to have 
a very handsome deficit this year and fares were going 
to be put down. 

(Mr. Telling): What I am saying is that I think Sir 
Reginald is not necessarily right, and I think probably 
wrong, in saying that you gain more public good will 
and respect by putting up the fares. 

Then, if we may look at Question 1274, Mr. Rippon 
asked : “ Do you think that is more, or less, severe than 
the loss of public good will resulting from higher fares?” 
and Sir Reginald replied : “ It is far more severe. Let 
us take the position of the Scottish Bus Group. In 
the affairs of the Scottish Bus Group we decide what 
is to be done, we take our courage in both hands and 
we do it, and the fares are raised. That is not popular, 
there is, if you like, a loss of good will, but it is only 
temporary, because we run the business properly, we 
keep services of a good quality going, people know we 
are running them pretty well, and, curiously enough, the 
fact that there is a profit seems to reassure them that 
they are being run well 

The qualifying factor in that is “ we keep services of a 
good quality going, people know we are running them 
pretty well ”. In my submission, in relation to London 
Transport, whatever the situation may be in Scotland, the 
services are not now, for whatever reason, of a good 
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quality and people do not feel that London Transport are 
running them pretty well. I think it follows from that that 
the result of fares’ increases on top of the cuts in services 
will be a very much more severe loss of good will and 
loss of traffic than London Transport have allowed for. 

In that connection may I say a few things about the 
cuts which. London Transport have made. I think Mr. 
Harbour would concede that the cuts must result in some 
inconvenience and in some delays. What I wonder is if 
he has taken sufficient account of the severity of the cuts. 
I put to Mr. Harbour the case of two trolley-bus services 
which had been withdrawn, and in Question 2401 on 
the Eighth Day Mr. Harbour sought to justify those cuts. 
He sought to say that those cuts were justified by the 
declining traffic which London Transport had already 
suffered by the increasing use of private transport. In 
the last sentence of Question 2401 he says: “ If one goes 
to the Acton Industrial Estate today, one will see that 
the proportion of the workers there using private trans- 
port is much greater than it was, and that applies 
generally throughout London Then in the next question 
I put it to him that, notwithstanding that factor, the 
queues for buses today are greater than they were before 
the service was withdrawn, and he replied that he was 
not able to say that at the witness table from the informa- 
tion at his disposal. 

In that connection may I refer you to Mr. Ackerman’s 
evidence on the Twelfth Day. At Question 3840 I asked 
him about the effect of the withdrawal of the No. 664, 
and he said : “ It has become very serious indeed. There 
are queues the whole length of the service, and we have 
had checkers on checking on and off for 30 days ”. 

The the other service which I discussed with Mr. 
Harbour and Mr. Ackerman was No. 683. At Question 
2405 in Mr. Harbour’s evidence on the Eighth Day : “ I 
think the people who originally used service 683 can, 
theoretically at least, now use service 76?— Yes. I do 

not know that there is any need to qualify it ; they can 
use service 76 ”. At Question 2406 I put to Mr. Harbour 
that people getting on at Moorgate, if they had service 
683, would get on at the terminus, and he said “ Yes ”. 
At Question 2407 I asked : “ Whereas service 76 comes 
into Moorgate and through, already loaded? — Service 76 
is a through route ; it will have passengers on it as it 
passes that point. It will inevitably occur that where you 
are boarding vehicles at an intermediate point you will 
probably not be so favourably situated ” — I think there 
is now added “for a seat” — “as if you had boarded at 
a terminal point, where you have the advantage of an 
empty vehicle ”. 

I would have said that was a considerable understate- 
ment as to the effect of withdrawing service 683 on people 
who have hitherto boarded it at the terminus at Moorgate, 
because the result of withdrawing only one trolley-bus 
is that you are withdrawing a vehicle which is capable of 
holding some 70 people and on the assumption — which 
may well be true — that it would leave Moorgate full, 
some 70 people are then scrambling for places on other 
buses or are forced to go down on the Tube, which is 
already crowded. If you withdraw a number of those 
buses throughout the rush-hour and get a multiple of 
70 people 

( President ): If you withdraw a number of trolley-buses, 
you mean? 

(Mr. Telling): Yes. You rather get a multiple of the 
70 people all scrambling for places on buses and Tubes 
that are already loaded to some capacity. 

(President): Your point, really, here is: leaving aside 
the fact that the 76 ordinary bus does not begin its 
journey at Moorgate, the mere fact that the trolley-bus 
takes 70 passengers whereas the diesel bus lakes 56 
diminishes the value of the service? 

(Mr. Telling): Well, that was not, with respect, my real 
point. The fact that a trolley-bus has been withdrawn 
does, of course, worsen the situation to the extent that 
the capacity of a trolley-bus is greater than that of a diesel 
bus, but the principle which I am submitting to you would 
apply, though perhaps not quite so severely, if that which 
had been withdrawn was a diesel bus. In fact, it does not 
really matter whether what is withdrawn is a trolley-bus 
or a diesel bus ; there is just that much less capacity in 
service, and the people concerned have to scramble for 
places on other available buses or go down the Tube. 

C 2 
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That leads me to say something about Mr. Ackerman’s 
evidence. My friend Mr. Fay exposed in cross-examination 
the very considerable predilection which Mr. Ackerman 
has for trolley-buses as a form of public service. I think 
Mr. Ackerman left you in no doubt that he thinks a 
trolley-bus is a vastly superior form of public vehicle to 
a diesel bus ; but that is, really, from the point of view 
of these proceedings, an irrelevancy. It so happens that 
Mr. Ackerman’s interest is in trolley-buses and he has 
studied the effect of the withdrawal of trolley-buses in 
particular, and, because that was his habit or his interest 
in life, he was able to give you precise and factual evidence 
on the effect of withdrawing certain trolley-bus services ; 
but I do not think that anything he said in reply to Mr. 
Fay cast any doubt upon the value of his factual evidence 
as to the effect of the withdrawal of certain specific trolley- 
bus services which he had studied. In my submission, 
Sir, what Mr. Ackerman was able to tell you about two 
or three particular trolley-bus services applies all over 
London in relation to various trolley-bus and diesel bus 
services that have either been completely withdrawn or 
cut in frequency, and that was the purpose of my tender- 
ing Mr. Ackerman’s evidence to you. In other words, 
what I am saying is that the effect of these cuts is very 
severe indeed from the point of view of the travelling 
public. 

Mr. Harbour admitted that it would not be easy for 
the public to mitigate the reduced frequencies of service 
by travelling to a timetable. That is something the 
Londoner just is not used to in relation to buses and Tubes 
on London Transport, and although Mr. Harbour 
appeared to hope that people would get used to the idea 
of travelling to a time-table, he admitted, very fairly, that 
under present conditions that was impossible in the Central 
area of London because of the congested condition of 
London traffic and the delays which that results in. That 
was his reply to Questions 2414 and 2415. I would 
submit that what he has to say about travelling to a time- 
table in Central London really applies to travelling to a 
time-table on any bus route that has to pass through 
the congested streets of Central London. So that even in 
the suburbs it will not be possible to travel to a time- 
table if you are getting on a bus after it has passed 
through any part of Central London. The effect of the 
delays, the long waits in queues, the even longer waits 
on Tube platforms for Tube trains, would, of course, 
very considerably increase if one’s journey involved a 
change either from one bus to another, or from one 
Tube train to another, or from a bus to a Tube train, 
or vice versa, because if one has to wait something like 
20 minutes for a bus or a train and then one has to 
change, even on a one-change journey one may be 
involved in waiting time of, say, 40 minutes, and that, 
I would submit, is something that is very considerably 
disturbing to the public. 

Finally, Sir, I think Mr. Harbour admitted that the 
public were showing some degree of feeling against 
London Transport. He would not concede that Londoners 
were losing their tempers about conditions and he would 
not concede that the sit-down strikes in the Tube were 
a symptom of a general resentment ; but in reply to 
Question 2422 on the Eighth Day he said : “ It is not 
symptomatic of a general resentment towards London 
Transport, but I do agree with you that there is no smoke 
without fire ”. I put it to him that it was, perhaps, just 
a choice of phraseology, and he agreed. I think Mr. 
Harbour is clearly admitting that there is public feeling 
against London Transport and, in effect, my submission 
on behalf of the London Passengers’ Association, is that 
in that kind of situation, against that background, it 
would be commercial folly for London Transport to 
attempt to put up fares at the present time. 

I suppose I may be asked, or my friend Mr. Fay may 
put it to you later : if my thesis is correct, what then is 
to be done ; is London Transport to go on piling up 
deficits? I would reply to that in two ways : in the first 
place, of course, this application relates to fares’ increases, 
not required primarily to meet increases in operating costs, 
but for the purpose of putting something aside. for replace- 
ment and general reserve, and however desirable those 
objectives might be under easier conditions. I would 
submit that there is no compulsion upon London Trans- 
port to seek a fares' increase at the present time lor those 
particular purposes. Secondly. I would say that London 



Transport, no doubt, have very considerable difficulties 
to face ; I do not think any responsible person would deny 
that they are faced with an extraordinarily difficult situa- 
tion and it is one that demands, perhaps, severe and 
radical solutions ; but it is my submission that the way to 
solve the current difficulties of London Transport is not 
by coming to you for a fares’ increase, it is to find other 
solutions. It may well be that they are solutions which 
they must seek elsewhere, solutions which depend, per- 
haps, upon Government policy in relation to the traffic in 
London and are, therefore, things which are outside your 
jurisdiction ; but my case is that it is no good London 
Transport trying to settle those issues by seeking a fares’ 
increase which, in my submission, would result in a very 
substantial, if not disastrous, loss of traffic because the 
result would be to encourage more and more people to go 
over to private forms of transport. 

Therefore, I would respectfully ask that this application 
be not approved, or, alternative, it be not approved to the 
extent that it seeks to raise fares above what is now 
strictly necessary to meet operating costs and a proper 
allowance for Central Charges. 

(Mr. Grant): Might I mention Mr. MacKenna’s posi- 
tion and mine, Sir? I wonder if you would be kind 
enough to say that you would take me tomorrow morning 
at the sitting of the Court? 

(President) : Is Mr. MacKenna agreeable to that course? 

(Mr. Grant): Yes, he is. I was going to mention his 
position next. He would be most obliged if you would 
say you would take him after the mid-day adjournment, 
if that be possible. He cannot be here, unfortunately, 
next Monday, so he must finish tomorrow ; but he thinks 
he could do that. 

(President): We have got Mr. MacLaren booked for 
2 o’clock. Is there some difficulty in Mr. MacKenna 
being here tomorrow morning? 

(Mr. Grant): It is only a personal difficulty. I can 
certainly tell him you would like to hear him tomorrow 
morning. 

(President): Yes. I think Mr. MacLaren is proceeding 
on the understanding that he is going to address us 
tomorrow afternoon. I think at one time Mr. MacKenna 
said he did not think his speech would take more than 
an hour. 

(Mr. Grant): I do not know whether that is going to 
be quite right. Anyway, I will tell him the position, Sir 

(President) : I would like to tell Mr. MacKenna he need 
not come, but it would be rather difficult to re-arrange 
the day. 

(Mr. Maguire): My name appears in the Heading to 
the Minutes, Sir, and I am the General Secretary of the 
United Commercial Travellers’ Association. 

In addressing you on behalf of my Association I hope 
you will accept the submission that commercial travellers 
as a class are, possibly, the oldest and certainly the most 
regular customers of the Railways. They have used the 
Railways from the beginning. They use them at all seasons 
of the year, and they travel far and wide. It is in that 
spirit that this Association seeks to participate in the 
present proceedings ; you may say we are rather old and 
valued customers. 

The grounds of the objections as lodged are self- 
explanatory and do not need much amplification from 
me. With your permission, Sir, I would address you 
oriefly on the effect of the Commission’s proposals generally 
on the commercial travellers. The Association is, of 
course, concerned with Railways outside the London area, 
and whilst due note has been taken of the Commission’s 
statement that fares are not to be increased for some six 
months, there is a wide measure of concern amongst 
commercial travellers as to the extent of the increases 
possible within the scope of the present Scheme. 

Reference was made in one of the opening sessions of 
these proceedings to the fact that there is no objection 
from Scotland. With your permission. Sir, I would like to 
remedy that state of affairs, because within my Association 
there are thousands of members who are either resident 
in Scotland, or, perhaps, resident south of the border but 
who have occasion to travel to Scotland very long distances 
by rail. On behalf of those, may I say that it is feared 
that the effect of the rather drastic increases contemplated 
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might deter some firms from sending commercial travellers 
long distances throughout Scotland. This could operate 
to the detriment of trade in Scotland, especially in the 
north of that country. 

It will, I hope, be appreciated that commercial 
travellers on business journeys travel many, many 
thousands of miles per year. I recall my own experience 
as a commercial traveller, having an annual average of 
over 25,000 miles, and rail miles at that. For such long 
distances, in the aggregate, I submit that the increase in 
the Scheme as contemplated could well have very serious 
accumulative effects on commercial travellers. It will, 1 
hope, be recognised that the journeys of the commercial 
traveller are essential in the interests of trade and com- 
merce ; they are journeys made at all seasons of the year 
and in every kind of weather. The traders of the country 
have come to rely upon the regular calls of the com- 
mercial traveller representing his firm, whether it be a 
manufacturer or a wholesaler. I submit that no-one wishes 
to see a state of affairs develop whereby the cost of such 
journeys would endanger the maintenance of the essential 
contact, the link between the manufacturer, distributor 
and the retailer. 

It may be said that cars are becoming more and more 
common for commercial travellers and that, therefore, 
rail travel is only of secondary importance to many, but 
the fact remains, Sir, that rail travel is still essential, 
especially to those who cover long distances. I suggest that 
the Commission should beware of making rail travel so 
prohibitive that more and more commercial travellers are 
forced to use other means of transport, for example road 
and in some cases air. 

There is also another point which I am instructed to 
emphasise, and thalt is that it should not be assumed that 
the increased cost of travel by commercial travellers would 



automatically be met in full by their respective firms. It 
is a well-known fact that there -are many thousands of 
commercial travellers who are self-employed, who are 
agents representing a few firms manufacturing allied lines, 
who have to meet all their own expenses from their com- 
mission ; and any marked increase in the cost of travel 
would, therefore, become a serious matter for them. It 
is true they would obtain income tax relief on the expenses 
incurred, but that is only a partial solution, since they 
still have to bear the brunt of the burden of additional 
cost. There is certainly a danger that for this class of 
traveller the cost of certain journeys might make -them 
prohibitive and so those journeys just could not be done 
and the agent would concentrate his efforts elsewhere 
where the travelling costs were noit quite so prohibitive. 
That, too, could operate to the detriment of the trade in 
that particular area. 

The Tribunal has already had considerable evidence on 
the added cost of getting to and from work and I would 
not presume to belabour that point, except to mention 
that it is a fact that the additional cost of getting to and 
from work may very well result in a reduction in the 
spending power of the public and, if that were to come 
about, the difficulties of selling would be accentuated and 
there might very well be an accumulative effect and a 
limiting of production by the manufacturers and a con- 
sequent limitation in distribution and selling, all of which 
could, in our submission, add to the danger of growing 
unemployment. 

In conclusion, Sir, my Association expresses the hope 
that all these submissions will receive the sympathetic con- 
sideration of the Tribunal. May I say to you, Sir, how 
grateful 1 am for the courtesy accorded to me. 

(President) : Thank you, Mr. Maguire. Is Miss Forster 
here? (No reply.) 



(Adjourned until to-morrow morning at 10.30.) 



Written Statement submitted as Evidence by the Hastings, Bexhill and District Season Ticket Holders’ Association 



It is contended that the application by the British 
Transport Commission for an increase in fares is based 
on a fallacy, and is unlikely to achieve the desired result. 
It is, moreover, contended that any alteration in the actual 
fare structure would be a breach of faith. 

Whilst it is not denied that, taking one year with 
another, the Commission ought to pay its way, increases 
in fares beyond the desire or the capacity of the consumer 
to pay will result in decreased revenue, and, therefore, in 
even greater losses than at present. 

In fact, the Commission i_s much more likely to achieve 
the desired increase in revenue by more efficient operation 
and lower fares. Quite -obviously this would lead to 
greater use of the facilities provided, and it is more 
profitable to operate trains filled to capacity, or something 
approaching it, at lower fares, than to run them almost 
empty at increased fares. 

It should now be obvious that increased fares will lead 
to greater use of road transport, and to migration from 
coastal areas, and this, in turn, will decrease the revenue 
of the Commission — a precisely opposite effect to the one 
sought. 

This process has, in fact, been going on for several 
years, and it cannot be suggested that our forecast has, 
therefore, no substantial foundation in fact, since the 
falling revenue of the Commission has been the subject 
of much Press comment. 

It is contended that, in any case, increases in fares 
could only be inflationary. Quite apart from its un- 
desirability in the public interest, the benefits accruing to 
the Commission would speedily be nullified by increased 
operating expenses. The Commission must bear its share 
of the blame for the inflationary situation which has 
existed since the end of the war. 

If, -therefore, the Commission relies on fare increases 
for additional revenue, it wilF' ultimately find it necessary 
to make a series of increases, each of which will, in 
turn, be rendered ineffective by increased operating 
expenses, and this has, in fact, been happening for several 
years past, each increase being followed by an application 



for another, almost entirely due to the inflationary effect 
of the previous increase. 

The only solution to the Commission’s dilemma is 
increased productivity, and. the greater use of its capital 
equipment, and to do this fares should be lowered rather 
than increased, and the services made more efficient and 
attractive. 

The Commission has no justification for making applica- 
tions for increases in fares until a proper level of 
productivity has been reached, and all restrictive practices 
of any kind, whether by management or labour, eliminated. 

The rigid structure of nationalised industries in particular 
tends to make them regard increases in charges as the 
only solution to losses, when, in fact, they are no solution 
at all. The normal commercial practice in such cases is 
to make better use of capital resources. The Commission 
is in the same position as a trading company which is 
not turning its capital over sufficiently often during a 
trading year. The remedy is an increased turnover, which 
usually converts a loss into a profit, whereas increased 
charges nearly always have precisely the opposite effect. 

The real problem, therefore, is how to break do.wn 
consumer resistance, and this pan be achieved by better 
service and more attractive fares. 

The season ticket holders on the Coast demand special 
consideration in any discussion of the fare structure. 
Originally they received certain concessions (the “ red- 
line ” ticket) to persuade them to make their homes op 
the Coast, and to do this they necessarily had to accept 
a long and arduous journey, often made longer and more 
arduous by failures in the services provided. 

Quite obviously these rates were fixed because it paid 
the then-existing Companies to do so, since they acquired 
revenue from travellers during t-he off-season. Otherwise 
they would have been faced with heavy traffic during a 
few months of the year, and almost empty trains for the 
remainder. 

If these “red-line” tickets did not exist already, it is 
quite possible that the innovation would be regarded by 
the Commission as desirable at the present time in order 
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to attract more traffic at times outside the peak use of the 
line. 



ilt would appear from the remarks of Counsel for the 
Commission, however, that it now regards these season- 
tioket holders as “ captive ”, and it considers also that the 
time has come tto “squeeze” them. If this is indeed its 
attitude, then it is an obvious breach of faith, since these 
people made their homes on the Coast as a direct result 
of the facilities offered in the belief that they would be 
continued. 

It must be emphasized that these facilities were offered 
in the first place because it paid the Companies con- 
cerned to do so, and they ware quite obviously actuated 
only by commercial motives. As a nationalized monopoly 
the Commission has somewhat greater responsibilities to 
consumers than merely commercial ones, and if these 
facilities are now removed, it will be because the Com- 
mission considers that the greater majority are so com- 
mitted that they must continue to travel. Further comment 
is superfluous . 

There is no reason to regard season ticket rates of any 
kind as preferential treatment. Quite apart from the fact 
that they create traffic which would not otherwise exist, 
the Commission receives its money in advance, thus giving 
it a substantial payment before the services it has con- 
tracted to supply are rendered. If the money were not 
available from thus source, it would have to be borrowed, 
and _ interest paid on it. Moreover, there are obvious 
administrative savings in the purchase of one ticket against 
many, and the Commission knows in advance its com- 
mitments and the volume of traffic for which provision 
ought to be made. From all points of view, therefore, the 
season ticket is an advantage to both sides. 

The Commission does, in fact, find it profitable to offer 
shonFterm contract tickets for travel over designated areas 
at extremely low rates, which are obviously less than 
those charged for season tickets. These rates are low 
because the traffic is not “ captive ”, but must be sought 
in competition with other methods of transport. This, 
in faot, proves the points raised very adequately. 

What may not be so obvious to the Commission, 
however, is that the season-ticket traffic is only “ cap- 
tive ” to a limited extent. If the rates are raised to too 
high a level, the bolder is still free to move nearer to bis 
place of work, . or to obtain employment nearer to his 
home, and in either case the Commission loses a source 
of revenue. It is our contention that this point has been 
reached, if not passed. 

Because it is a monopoly the Commission has some 
responsibility towards the Towns it serves, since an 
irresponsible monopoly obviously could not be tolerated 
in the public interest. 

It is not in the interest of the Commission itself to 
take such responsibilities lightly. Much of the traffic to 
Coastal towns is “ impulse ” traffic, and they can only run 



services at a profit if enough people want to use them 
lhe attractiveness of a Town must depend on its 
prosperity, and what it can afford to offer to visitors, and 
this, in turn, depends on the nmber of visitors who travel 
to it. In deciding this, the ease and cheapness with wh)ch 
it can be reached is a very important factor. If the cost 
of reaching it is too high, the Town will suffer, and the 
Commission’s revenue will suffer in consequence. The 
revenue of the Commission, therefore, is closely linked 
with the prosperity of the Towns it serves. Season ticket 
holders in Coastal towns help to ease the effect of the 
seasonal nature of the main business, just as they help 
the Commission, and they are, therefore, an important 
factor in the situation. 

Inflation apart, the logical end of continued rises in 
fares will be the progressive reduction of traffic, and the- 
transfer of much of it to other methods of transport, until 
the railways no longer have anything substantial to carry. 
It is quite obvious that fare increases at the present time 
simply lead to a series of vicious circles, and, as a result, 
everyone is ultimately the loser. 

c The Commission is undoubtedly facing competition 
from other forms of transport which are cheaper, and. 
in many cases, more convenient. The remedy is not to 
load the dice against themselves by making costs of travel 
by rail prohibitive, but to provide better service and more 
advantages than rival forms of transport. This can be 
done by greater efficiency and productivity, by adopting 
a less autocratic attitude towards passengers, and by 
lowering fares to tempt more people to travel. 

Undoubtedly the Commission have failed in many ways, 
and not least in the field of public relations. This can 
well be seen in the attitude adopted by their Counsel, 
Mr. E. S. Fay, Q.C., at the December hearing, and 
particularly in the threatening attitude towards the 
objection of the Herne Bay Urban District Council. 

It is noticed that he suggested that the public have 
“failed to pay for their rides (on London Transport) to 
the tune of approximately £15m.” What he should have 
said, of course, is that the costs of London Transport 
exceeded their revenue by this amount. His choice of 
words was, in fact, exceedingly unfortunate if they were 
correctly reported in the Press. The public has a right to 
inquire whether, by more efficient operation and the ruth- 
less sacrifice of dead wood in all departments (including 
the administrative), this loss could not have been avoide_d. 
Our case is that it could. 

Obviously Mr. Fay’s attitude is not personal, but one 
which he has been instructed to take by the Commission, 
and we request the Tribunal to take due note of this in 
considering our objection to the proposals. 

(Statement prepared by Mr. George Savage for presenta- 
tion on behalf of the Hastings, Bexhill & District Season 
Ticket Holders’ Association.) 
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Question 1774, column 1, line 1 — for “ general ” read “ falhng ” 

Question 1781, column 1, line 8 -a f ter^ cover ’^insert “ costs has to some degree been due either to a mistaken 
Question 1797, column 1, line 3 — for “ 45 ” read “ 345 ” 

ISi B tF ! : P PP : — - w “ ” 

Isa 1 PF : F& - •• 

Question ig giE j; Jg 5 ^' “o”‘ Cha, ' eed “ ” '“ d “ “ “* »» ” 

Question 1856, column 1, line 10— for “ £24m.” read “ £240m ” 

Question 1856, column 1, line 10— for “ Table 54 ” read “ Table V— 4 ” 

Question 1870, column 2, line 2 — after “ price fixing ” insert “ agreement ” 

Question 1933’ coin™ 2 “ V nexce P tional ” read “ unexceptionable ” 

Question Ig coil!™ I jS i64 -° C ° ” "» “ * *■« •"**«#» - 

Question 1997, column 2, hne 6 —for “ a ” read “ to ” 

Question 1997, column 2, line 8— for “ from ” read “ for ” 

Ninth Day — Monday, 9th February, 1959 
Question 3074, column 1, line 3— for “ you ” read “ we ” 



BRITISH RAILWAYS 



EXHIBIT SWH 7 



Rough test as to contribution to Central Charges on basis of capital invested: 1957 



B.R. Capital Invested 

Fixed Assets— end of year 

Stores and Materials — say ... 

A< Accm!nt ed deficit_ ~ for this rou 8 h test taken at amounts charged to Special 



Less: 



Share of Maintenance Equalisation A/c (Taken at figures in W.W. 



12 ) ... 



Less: 



Mean 

Mean Advances (Special A/c) Table SWH 5, Items 13 ( b ) (c) 

Total 

Mean Capital Invested B.T.C. 1957. Table SWH 5, line 14 
Central Charges £59 • 8m. 



1311 

1733 



x£59-8= 



1956 



£m. 

1,342 

90 

127 



1,559 

197 



1,362 



£m. 

1,432 

121 



1,311 



1,733 



1957 



£m. 

1,425 

90 

202 



1,717 

215 



1,502 



£45 '2m. 
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